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What banking 


system for 9 
America ¢ 


A= the forty-nine separate jurisdictions under 
which American banks operate an underlying 
eause of the inherent weakness of our banking sys- 
tem? If so, what can be done about it? What is the 
ease for a unified system of banking control? How 
eould such a system be brought about constitution- 
ally? How would the change affect the banks? These 
are questions every intelligent banker is asking today. 


Federal and State 


Control of Banking 


By 
THOMAS JOEL ANDERSON, Jr. 


HE at last is a complete study of the problem 
by an unbiased observer. The author has made 
an exhaustive survey of Federal and State control of 
banking. He has studied the various controversies 
which have arisen between Federal and State authori- 
ties and shown how competition between these two 
jurisdictions has weakened effective supervision and 
brought about many of the conditions which made a 
crisis inevitable. 


By signing the coupon below you may have this book 
come to your own desk for five days’ examination. 


MAIL THE APPROVAL ORDER BELOW 


BANKERS PUBLISHING COMPANY, 
465 Main St., Cambridge, Mass. 


You may send me a copy of “Federal and State Control of Banking” for 5 days’ 
examination. At the end of that time I will either remit $3.50 or return the book. 
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| If you are planning a new bank 


| 


building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK—— 


| BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 
You may send me postpaid for examination “The Funda- a copy 
| mentals of Good Bank Building,” by Alfred Hopkins. 
Within five days after its receipt I will send you $7.50 in 
full payment or return the book. on 


approval 
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EADERS of THE BanKErRs MAGAZINE will find in this 
issue, beginning on page 637, our annual digest of the 
proceedings of the American Bankers Association Con- 
vention. Believing that most busy bank executives do 
not have the time to wade through the entire verbatim 

proceedings we have considered it a service to our subscribers to 
carefully digest the work of each section and division, picking out 
the salient and important points and presenting the whole in such 
abridged form as to give the gist of the convention in a very few 
hours of actual reading time. We also believe that this report 
will be found valuable as a reference throughout the year and in 
years to come. 


A QUESTION of vital importance confronting industry and the 
Administration at the present time is how the consumer is to 
obtain purchasing power to sustain the present level of high 
prices, or even higher ones. Henry Gaven, whose article “Mal- 
adjustment Between Purchasing Power and Prices” appears in 
this issue on page 547, believes that “the most important efforts 
made by the Government to generate purchasing power can do no 
more than provide a very temporary stimulus. They should in no 
sense be looked upon as permanently desirable. It is impossible 
to get something for nothing, to rob Peter to pay Paul with a 
gain to both.” In fact, says Mr. Gavan “sound purchasing power 
in the long run may be created only through productive effort. 
When an individual produces something, he has created purchas- 
ing power. With his product he can command another provided 
he has made something that appears desirable.” 


THE policy of general price fixing and the policy of inflation to 
raise the general level of prices are contradictory and yet both are 
avowed policies of the Administration according to JuLEs Back- 
MAN and Ivan Wricut, in an article in this issue entitled ‘‘Price 
Fixing and Inflation,’ which begins on page 551. “‘The fixing of 
prices of a few of the products of the major industries would 
bankrupt these industries if and when inflation does succeed, pro- 
vided that prices of other products were left unfixed and permitted 
to be adjusted freely to meet the conditions of rising costs.” And 
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yet, ask these writers, if we have general price fixing, what becomes 
of inflation? They then proceed to examine the implications of a 
policy of general price fixing. 


For the expansion of America’s foreign trade Mexico offers 
splendid possibilities according to JoHN B. GLENN, New York 
agent, Banco Nacional de Mexico, who writes on “The Economic 
Renaissance of Mexico” in an article beginning on page 611. 
Mr. Glenn claims that Mexico is the brightest spot on the world’s 
business map today, is living in peace and growing prosperity 
under a stable government and is one of the few countries in the 
world whose current income exceeds expenditures. Mr. Glenn, 
who has been New York agent for the Banco Nacional de 
Mexico since 1982, has had a varied experience in international 
banking and finance. He has traveled extensively in most of the 
commercial countries of the world and speaks fluently Spanish, 
French, German, Italian and Portuguese. 


In the August issue we published an article by RicHarp A. 
Lester entitled “Are Small Depositors Over-Charged?” the im- 
plication being that they were. This contention has not been 
allowed to pass unchallenged and in the present issue we publish a 
spirited reply from the pen of Witi1am H. Rocue who captions 
his rebuttal “The Small Depositor is Not Overcharged.” 


AN interesting discussion of the legal points involved in the case 
of Norman vs. The Baltimore and Ohio Railroad Company, which 
is to come up before the Supreme Court of the United States next 
month, will be found in an article in this issue entitled “Gold 
Clauses—A Dilemma,” by EmMANvuEL ReEpFiELD. The case in- 
volves the question of whether a person who bought a bond issued 
before June 5, 1933, containing a clause stating it was payable in 
gold coin of the weight and fineness existing at a date prior to 
January 31, 1934, can compel payment in gold or in the equivalent 
of the value of that gold. 


ATTENTION is called to two new series of articles which begin in 
this issue. These are “A Scientific Method of Analyzing Check- 
ing Accounts,” by FREDERICK W. HerzeL, on page 561, and 
“How to Obtain Bank Costs,” by E. S. Woo.LeEy, on page 605. 
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Editorial Comment 
THE DEPARTING YEAR 


S the year 1934 fades into the past, 
A is appropriate to consider its rec- 
ord and to make some comparisons 
with the history of the preceding year. 
While much dissatisfaction still exists, 
combined with serious misgivings as to 
the future, when the situation prevail- 
ing throughout 1934 is contrasted with 
that of 1933, justification for present 
dissatisfaction largely disappears and 
hopeful expectations for the future seem 
to rest upon a sound foundation. 

Take the banking situation. Since the 
temporary closing of all banks in March, 
1933, there has been a decided improve- 
ment, a cleaning-up and strengthening 
process, resulting in a complete restora- 
tion of confidence in the banking insti- 
tutions of the country. This fortunate 
change has been due in part to legisla- 
tion, but bankers themselves have greatly 
aided in bringing it about. They are 
now more keenly alive to their obliga- 
tions and are constantly laboring to im- 
prove the standards of management and 
to prove worthier of the people’s confi- 
dence. 

But it is not in banking alone that a 
decided change for the better has taken 
place. Until now it has been compara- 
tively easy to unload upon the public 
securities of little or no value, and to 
represent such securities as sound invest- 
ments. Thanks to recent legislation, this 
has been made much more difficult and 
probably impossible. And while differ- 
ences of opinion exist as to the severity 
of this legislation, right-thinking people 
are of one mind regarding its objective. 

Thus in banking and in the marketing 
of securities present conditions are much 
more favorable to safe and sound busi- 
ness than those prevailing in the past. 
This represents an immense gain. 


In the wider realms of production and 
trade comprehensive reforms have been 
undertaken. They are not, in all in- 
stances, proving successful, but with 
longer experience it is believed that bet- 
ter methods will be developed. At least, 
the effort being made in this direction, 
by the Government and by those en- 
gaged in industry and trade, is an en- 
couraging sign. 

While the year 1934, compared with 
1933, has shown general improvement, 
the year ‘itself has displayed diverse tend- 
encies. From the march toward re- 
covery in the earlier months of the year, 
there was a recession beginning in May 
and lasting through until September, 
since when there has been a gradual im- 
provement, which was growing more 
marked as the year drew to a close. 

In drawing what satisfaction one can 
from this contrast between the present 
year and the past, and recognizing that 
it affords a reasonable basis for hope of 
even greater recovery in 1935, one must 
not lose sight of the actual situation as 
it exists as 1934 ends. Although pro- 
duction and trade are slowly reviving, 
the level is still far below normal, while 
unemployment, almost or quite beyond 
precedent, constitutes a grave problem, 
but one with which the Government and 
people are grappling with determination. 


One ominous shadow hangs over the 


world—the threat of war. The hope 
may be expressed that before 1935 ends 
it may be said: 


“The people that walked in darkness 
have seen a great light: they that dwell 
in the land of the shadow of death, upon 
them hath the light shined.” 
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“THERE IS A SANTA CLAUS” 


philanthropic individual recently 
personified as the liberal dispenser 
of public funds, and whom no one 
would have the hardihood to shoot, but 
to the numerous Christmas clubs 
throughout the country, organized by the 
banks, and which have lately disbursed 
large sums to their members. It is 
estimated that the aggregate of these dis- 
bursements by some 5500 banks will 
reach $370,000,000. This sum will be 
distributed among about seven and one- 
half million members, the average 
amount received being $48.25. The 
total distribution represents an increase 
of about 6 per cent. over last year. 
The success of the Christmas club plan 
indicates that a telling appeal for saving 
may be made on other than the “rainy 
day” argument. As a matter of fact the 
idea embodied in this plan—that of sav- 
ing for a specific object—now extends 
to include many purposes. No doubt 
the chief incentive to saving should be 


Ro asters is not made to the 


as a protection against old age, sickness, 
unemployment and other vicissitudes at- 
taching to human life; but who can deny 
the worthiness of saving to make some- 
one happier on Christmas Day? 


RECOVERY AND REFORM 


ATELY there has been evidence, 
lacking for some time heretofore, 
of placing greater emphasis on re- 

covery than on the new social order. 
That many reforms in industry and fi- 
nance are long overdue is something that 
cannot well be disputed. Desirable as 
these reforms are, proposals for their 
sudden and extensive introduction have 
constituted a disturbing influence on 
trade and industrial recovery. There 
has been a great deal of vague talk about 
abolishing the profit motive in business; 
capitalism has been pictured as in an 
irremediable decline with an early doom 
impending; dreamers have envisaged a 
social order resembling Utopia as being 
capable of an early realization. These 
longings and dreams have not been con- 
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fined to the poets and philosophers, but 
have been embraced by men to whom 
the nation might well look for more 
practical guidance. Now there is a dis- 
position, not entirely to relinquish these 
hopes for a new earth, but to postpone 
their realization until some things of 
more immediate importance shall have 
been accomplished. 

This is a belated recognition of a fact 
that should have been plain enough long 
before now, namely, that the supreme 
need of the times is to restore the ordi- 
nary functions of industry and trade. Had 
this fact been clearly understood and its 
implications acted on long since, as is 
now being done after the lapse of a long 
and disastrous period of experimentation 
with unworkable theories, the country 
might have well advanced on the road to 
recovery. 

That many of the expedients adopted 
have hindered this recovery is something 
no well-informed person can deny. 

Just at present there is a flirtation go- 
ing on between the public authorities 
and business interests which may even- 
tuate in an early marriage. Witnessing 
this interesting development, THE BANK- 
ERS MAGAZINE can heartily say that to 
the marriage of true minds there should 
be no impediment. 


CHINA FAILS TO APPRECIATE 
OUR SILVER POLICY 


NE of the arguments put forth 
to justify the policy of the 
United States in raising the price 

of silver was that this would increase 
the purchasing power of China and thus 
add to our trade with that country. 
Curiously enough, the Chinese Govern- 
ment has interpreted our action in re- 
gard to silver as having precisely an ef- 
fect opposite to that insisted on by the 
silver interests in the United States. 
These interests, it is pointed out, failed 
to take into consideration the fact that 
China does not, as a rule, buy imports 
with silver, but pays for imports with 
exports of goods, and is thus rather a 
buyer of silver than a seller of that 
metal. This situation, however, has been 
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reversed by the increased price of silver, 
due to the action of the American Gov- 
ernment, and in recent months there 
have been substantial exports of silver 
from Shanghai, much to the discomfiture 
of China, to such an extent in fact that 
intimations have been made that the 
Chinese Government may abandon sil- 
ver for the gold standard. 


PROPOSALS FOR A BALANCED 
BUDGET 


[ei a balanced budget may be 


attained in the fiscal year begin- 

ning July 1, 1935, is pointed out 
in a recent petition addressed to the 
President by the National Economy 
League. This petition begins with a 
quotation from President Roosevelt's 
budget message of January 3, 1934, in 
regard to which it is said: 


“The policy thus announced has 
steadied the country during the last ten 
months, but the necessary steps to give 
it practical effect remain to be taken. 
We petition for measures during the 
coming winter which will make the 
President's purpose an actuality, because 
we hold that the prompt balancing of 
the national budget is of fundamental 
and controlling importance to any solid 
recovery from the depression. 

“Until definite steps are taken—both 
through reduction of expenditures and 
new taxation—to make a_ balanced 
budget a reality, uncertainty and fear 
on the part of tens of millions of citi- 
zens will inevitably continue because of 
justified apprehension as to the safety 
and future value of their savings, wages 
and salaries.” 


The importance of a balanced budget 
is thus further emphasized: 


“It is now abundantly evident that 
confidence in the Federal Government's 
Capacity to manage the national finances 
prudently is the indispensable founda- 
tion for a solid revival of business and 
for re-employment, as distinguished 
from a temporary spurt supported only 
by public spending which cannot last. 


Any further continuance of an unbal- 
anced national budget must inevitably 
prolong the depression through the per- 
petuation of the existing fears. On the 
other hand, we believe that the fulfill- 
ment of the President’s policy to bring 
to an end the recent succession of vast 
deficits would restore the confidence of 
the people and thus supply the basis 
without which any sustained recovery 
is impossible.” 


So much insistence upon the neces- 
sity of an early balancing of the Fed- 
eral budget has arisen from various 
sources, that it is well to recall that it 
rests primarily on the fear of inflation 
as an alternative policy. Or, as said in 
this petition, “sound money is entirely 
dependent upon sound national finance.” 

In the opinion of the National Econ- 
omy League, the essential steps to be 
taken in order to achieve a balanced 
budget are: 


“First: A considerable reduction in 
the current rate of Federal expenditure 
for relief, while providing adequately 
for that portion of the relief burden 
which the Federal Government can 
properly assume; and 

“Second: A considerable but neces- 
sary increase in Federal taxation. 

“Tt is through the combination of 
these measures that it is practicable to 
achieve a balanced budget, not at some 
indefinite future day but now in the 
next fiscal year.” 


A plan is set forth in detail for ac- 
complishing this result. Whether it will 
receive early adoption or not, the Na- 
tional Economy League has performed a 
notable public service in thus bringing 
this important matter to public attention. 


THE NOVEMBER ELECTIONS 


WO interpretations may be defi- 
nitely placed upon the result of the 


elections held last month: 

First: It affords overwhelming testi- 
mony to the great and continued popu- 
— of President Franklin D. Roose- 
velit. 
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Second: A clear mandate was given 
for adhering to the policies generally 
followed by the present Administration. 

While the great victory of the Demo- 
cratic party reversed the usual tendency 
towards a reaction against the victor in 
the previous Presidential contest, and 
although the triumph of the Democratic 
party was all but complete, not much 
surprise was felt, seeing that there was 
but little organized opposition. The 
Republican campaign, based largely 
upon negation and without clear-cut 
definition of principles, and with no 
appealing policy to substitute for the 
Democratic program, seems to have been 
conducted something like a war where 
each of the generals on one side pur- 
sued his own tactics. 

Lacking a positive program of their 
own, and fighting without effective 
leadership, the rout of the Republican 
party need occasion no surprise. 

Although the November elections did 
evidence faith in the President himself 
and a general approval of his policies, 


the actual situation remains unchanged 


trom its status on November 6. We 
are still confronted with unemployment 
on a huge scale, and consequent excep- 
tional demands for public relief; the 
balancing of the budget does not appear 
in sight; fears of inflation persist; trade 
and industry advance with halting steps. 
While, therefore, the result of the No- 
vember elections do not essentially 
change the facts of the situation, those 
who believe in existing policies may find 
they are not to be subject to the violent 
reversal which would have followed a 
Republican victory. 


FINANCIAL STANDING OF BANK 
DIRECTORS 


ANKS that are members of the 
Federal Reserve System are to be 
required to furnish to the Comp- 

troller of the Currency information as to 
the financial standing and the net worth 
of their directors. Since the Comptroller 
of the Currency has the power to ex- 
amine national banks, and the Federal 
Reserve Board (of which the Comp- 
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troller is an ex-officio member) has 
power to examine all member banks, it 
is claimed that this power may be ex- 
tended to include directors of such 
banks. 

This departure is said to have been 
made as a result of the Comptroller's 
efforts to get directors to aid in provid: 
ing new capital for rehabilitating weak 
or closed banks, and the discovery that 
in some instances the directors lacked 
the means to enable them to participate 
in this work. 

There is another aspect of this matter. 
Of late there have been cases where the 
directors of banks have been sued in 
an attempt to hold them responsible for 
losses sustained as a result of their negli- 
gence. Manifestly, suits of this kind 
will not amount to much unless the di- 
rectors have assets from which recovery 


can be had. 


SUPREME COURT TO PASS ON 
GOLD 


ONSOLIDATION of the cases 
involving the abandonment of 
gold standard and the devalua- 

tion of the dollar has been effected, and 
all these cases are to come before the 
United States Supreme Court for a 
hearing on January 8. 

These cases involve such matters as 
the right of a holder of a gold certificate 
either to receive the gold itself or an 
amount in paper which would represent 
the equivalent gold valuation in the de- 
valued currency, and a similar right re- 
specting the holder of a bond, either of 
the United States or a railway corpora- 
tion calling for payment in gold coin 
of the weight and fineness existing at 
the time the bond was issued. 

In one form or another these questions 
have already come up, both in this and 
other countries, and thus far, as a rule, 
the contention of those demanding gold 
payments, or its equivalent in the paper 
currency, has not been upheld. 

Although no one can say in advance 
what the United States Supreme Court 
will decide, it seems rather a safe guess 
that it may take the same view as has 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
New York City 


Forty-Two Broadway, 


been taken in similar cases adjudicated 
already in state and foreign courts, up- 
holding the sovereign right of the United 
States respecting the matters in con- 
troversy. 

While the Constitution of the United 
States prohibits the states from enacting 
laws impairing the validity of contracts, 
this prohibition, except possibly by im- 
plication, does not extend to the Federal 
Government. One might reasonably in- 
fer, on moral grounds, that the same 
standard imposed on the states would 
also guide the United States, just as the 
Author of the Ten Commandments 
would be held as observing the same 
code He prescribed for His creatures. 

But those who defend the abandon- 
ment of gold deny the immorality of this 
course. They contend that, should 
prices substantially fall, it would be un- 
fair to expect gold payment. This is a 
contention that works in the contrary 
direction, a marked rise in prices would 
call for payment in gold of an amount 
greater than that called for in the obliga- 
tion. This latter contention has never 
received much consideration, since politi- 
cal sympathy goes to debtors rather than 
to creditors. An unprejudiced view of 
‘he matter would seem to indicate that, 
since prices alternately rise and fall, the 
movement at one time favoring creditors 
and at another debtors, a case of offset 
might be established. The decision of 
the Supreme Court will be awaited with 
great interest, as the present gold cases 
are of perhaps greater importance than 
any monetary cases coming before the 
court since the legal-tender cases in the 


Civil War epoch. 


UNUSED BANKING CREDIT 


OME interesting facts regarding 
S unused bank »credit were disclosed 

in a recent letter which Lyman E. 
Wakefield, president of the Association 
of Reserve City Bankers, addressed to 
Raymond Moley, editor of Today, New 
York. In his letter Mr. Wakefield states 
that the association has compiled some 
figures from a cross-section of the banks 
of the country that indicate the extent 
to which they are making and are will 
ing to make loans. Here are some of 
the results of this investigation as re- 


vealed in Mr. Wakefield’s letter: 


“In answer to an inquiry made by 
this association, a group of banks with 
deposits of about $13,100,000,000, rep- 
resenting over 35 per cent. of the com- 
mercial banking deposits of the country, 
report total lines of credit granted or 
available at the present time of $6,155, 
000,000. Of these credit commitments, 
the total of loans outstanding is $1,950, 
000,000. In other words, this group of 
banks has established lines of credit 
which are unused to the extent of 
roughly $4,200,000,000, or an amount 
equal to over 30 per cent. of their total 
deposits. If these figures are typical it 
may be estimated that for all commer- 
cial banks in the country the credit com- 
mitments made and unused probably 
aggregate something like $8,000,000,000 
or $10,000,000,000. These credit com- 
mitments are not confined to large in- 
dustries, but include thousands of lines 
established throughout the country in 
favor of small business units.” 
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Maladjustment Between Purchasing Power 
and Prices 


By Henry GAVENS 


QUESTION of vital importance 
Aeritentine industry and the Ad- 

ministration at the present time 
is how the consumer is to obtain pur- 
chasing power with which to sustain the 
present level of high prices, or even 
higher ones. Already complaints are 
heard of consumers balking and being 
unable to bear the burden. This con- 
dition has manifested itself through a 
decline in sales of various products. 

The answer would lie in the pursuit 

of correct tactics on each side of the 
supply—demand equation (or _ buyer- 
seller). On the demand side, an ef- 
fort may be made to increase purchas- 
ing power, on the supply side, an effort 
may be made to decrease prices. These 
two policies tend to have favorable ef- 
fects in correcting a maladjustment such 
as that developing. As will be explained 
later, a maladjustment between purchas- 
ing power and prices, however, is neces- 
sarily temporary unless other unnatural 
forces, such as governmental manipula- 
tion, intervene. In the long run, the 
disequilibrium will iron itself out and 
the forces for so doing are self-generated 
by the maladjustment. 


PRESENT POLICY FAILS TO CORRECT 
MALADJUSTMENT 


The policy of the present Administra- 
tion is to increase purchasing power 
while at the same time it attempts to 
raise prices. These are similar rather 
than opposite procedures on each side 
of the equation and hence tend to can- 
cel each other out. Under such circum- 
stances, the net result is a mere rise in 
prices and wages without any corrective 
influence as regards the maladjustment 
itself. It should be noted that purchas- 
ing power and price level are so inti- 
mately related that any change in one 
is of necessity reflected in the other. 


Other things being equal, an increase in 
purchasing power because of any for- 
tuitous circumstance will enable consum- 
ers to bid up prices, and a decrease will 
ordinarily cause prices to fall, while 
other things being equal, an increase in 
prices automatically reduces purchasing 
power just as a fall increases it. Hence 
when the Government attempts to in- 
crease purchasing power, some rise in 
prices will of necessity accompany it 
unless other factors intervene. 
Socfar as increasing purchasing power 
is concerned the Government has taken 
a number of steps. Among these may 
be mentioned: 
1. Purchase of preferred stock in 
banks. 

. Increased government deposits. 

. Increased bank reserves. 

. Liquidation and re-opening of de- 
funct banks thus releasing deposits. 

. Refinancing of mortgages. 

. Establishing intermediate credit 
banks to lend to industry. 

. Aids to the home owner and 
farmer. 

8. Direct relief. 

9. Public works. 

10. Direct loans to industry by the 
Federal Reserve System. 


Funds spent by the Government are 
an important temporary source of pur- 
chasing power. They can do much to- 
ward bringing about a quick, but not 
necessarily sound, improvement in busi- 
ness, especially in the heavy industries 
where the depression is more evident. 
The less desirable feature lies in the 
fact that they cause uncertainty as to 
the future and a lack of confidence. 
Who will pay the piper? How long 
can we “pass the buck”? The ones who 
receive the money as it infiltrates the 
business structure will ultimately have 
to return it. No enduring supply of 
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purchasing power has been created. We 
have merely granted ourselves a gigantic 
loan which we will have to repay our- 
selves eventually. Aside from the im- 
mediate stimulus, the efforts along this 
line will in the long run cancel out to 
zero. 


FARMERS BENEFITS DECEPTIVE 


The Government has adopted a noble 
attitude toward the farmer. We really 
ought to aid our less fortunate brethren. 
The farmer, however, will not benefit 
from higher prices for his produce to 
the extent that many expected. In the 
long run, even overlooking the effects 
of the N.R.A., inasmuch as city dwell- 
ers must pay more for farm products 
thus increasing the aggregate costs of 
living, they will also have to charge more 
for their manufactured goods, or re- 
duce their standard of living. Both 
will be more apt to occur to some de- 
gree. While the farmer will receive 
more for his produce and will be able 
to improve his standard of living, but 
may also have to pay more for his 
manufactured goods, the city dweller 
may receive more for his manufactured 
goods, but will have to pay out propor- 
tionately still more for food and will 
reduce his standard of living. Thus in 
the long run, the real social benefit again 
cancels out to zero. Aggregate pur- 
chasing power can not be increased in 
this way, it is merely transferred from 
city to farm. What one receives, the 
other loses. In subjective terms, how- 
ever, inasmuch as the farmer places a 
higher marginal utility on the goods 
which he gains than the city dweller 
does on what he loses, it may be said 
that some social benefit does arise. The 
condition of our less fortunate brethren, 
in terms of worldly goods, will be im- 
proved. 

Another step taken to increase pur- 
chasing power was that of forcing wage 
increases through the instrumentality of 
the N.R.A. Such procedure, however, 
went hand in hand with the rise of 
prices. As was alreadv pointed out, 
the latter tends to cancel any good or 
harm which may come from the higher 
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level of purchasing power. Aside from 
the questionable benefits accruing to 
debtors, which incidentally are canceled 
by a loss to creditors, the whole elabor- 
ate set-up again cancels out to zero. 

Thus it may be seen that the most 
important efforts of the Government to 
generate purchasing power can do no 
more than provide a very temporary 
stimulus. They should in no sense be 
looked upon as permanently desirable. 
It is impossible to get something for 
nothing, to rob Peter and pay Paul with 
a gain to both. 

Sound purchasing power in the long 
run may be created only through pro- 
ductive effort. When an_ individual 
produces something, he has created pur- 
chasing power. With his product he 
can command another provided he has 
made something that appears desirable 
or meets a want. We are living essen- 
tially in a barter economy. The insti- 
tution of money which we have set up 
is a convenience facilitating barter in a 
complicated system of exchange. If an 


individual or firm produces something 
which is not sufficiently desired to be 
exchangeable (sold) except at a loss, it 
loses purchasing power and as a result 
it is less competent in bidding for the 


goods of others. Thus a general loss 
results all around. In our dynamic 
system there are innumerable circum- 
stances arising from fortuitous happen- 
ings or human inefficiency which plunge 
the economic structure into a downward 
spiral just as there are other and op- 
posite ones which cause it to whirl up- 
ward. 

Once more it may be emphasized that 
purchasing power may be created only 
by working and producing goods which 
others desire. The more accurately this 
procedure can be estimated and exe- 
cuted, the more closely can a_ balance 
between purchasing power (demand 
prices) and supply prices be maintained. 
Thus one serious cause of maladjust- 
ment between purchasing power and 
prices would be reduced in importance. 

Two objections may arise concerning 
the ideas herein expressed. The first 
is that it hardly appears logical to ad- 
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vocate further production when over- 
production already exists and some 
prices are cracking. Several reasons may 
be ascribed for this situation. First, 
buyers are lacking in confidence because 
of doubt as to the government program, 
secondly, some prices were bid up too 
highly by speculators and need to be 
shaken down a bit. If demand were not 
misjudged, even though prices do de- 
cline temporarily, they will rise again 
on a sounder footing. Thirdly, some 
prices were set artificially high and thus 
complementary purchasing power was 
not generated when the utilities were 
created. These prices should be lowered 
to a point more in line with the buyer’s 
demand price which will be fixed by 
his existing and potential purchasing 
power based on his productivity. 
Another objection which still crops 
up is that in the long run people can- 
not possibly buy back all they produce 
because the wealthy take so large a pro- 
portion for themselves. This large pro- 
portion is again invested and production 
greatly increased without a proportion’ 
ate rise in the wage-earner’s purchasing 
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power. Thus occasional breaks must 
come during which the wealthy lose some 
of their riches—the poor have but little 
to lose—until purchasing power gets 
evened up a bit. In essence, this idea 
was expressed by Karl Marx and still 
later advocated by Messrs. Foster and 
Catchings. The latter gentlemen did 
considerable research and were so eager 
to put their idea of “underconsumption™ 
to the acid test that they offered five 
thousand decllars to anyone writing the 
best essay disproving it. 

In the first place, more recent studies 
cast some doubt as to whether any 
serious disproportion in the distribution 
of wealth actually exists. The well- 
known Lorenz curve as taught in col- 
lege economics indicated that about 3 
or 4 per cent. of the population owned 
80 or 90 per cent. of the national wealth 
and received 80 or 90 per cent. of the 
national income. A study made by the 
National Bureau of Economic Research, 
however, as summarized in the August 
issue of the National City Bank Letter, 
tends to indicate that “in 1929, 65.1 
per cent. of the total distribution of in- 
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come was in the form of wages and 
salaries, and 14.8 per cent. was in the 
incomes of small business men, includ- 
ing farmers, these two groups account- 
ing for approximately 80 per cent. of 
the total. The remaining 20.1 per cent. 
was divided into dividends 7.4 per cent., 
interest 7 per cent., rents and royalties 
3. oe one... 

Be that as it may, the savings of 
capital is an essential for further social 
advancement. Whether the wealthy or 
the poor “abstain,” society as a whole 
benefits. If a great deal is saved rela’ 
tive to the demand, the long time in- 
terest rates will tend to decline, if little 
is saved, they will tend to rise. The 
accumulated capital tends to improve 
mechanical methods of production re- 
sulting in lower prices to all or new 
products for which society had not pre’ 
viously felt a need. This employment 
of capital tends toward higher rates 
again. Thus by saving purchasing power 
instead of spending it all at once, a 
higher standard of living is developed. 
The more that is saved, regardless of 
who saves it, the better will the popula’ 
tion as a whole live. In the short run, 
however, hoarding and over-saving may 
cause serious maladjustments. 

One way of putting accumulated saw 
ings to work is through the granting 
of loans. Thus purchasing power is 
released for immediate effective utiliza: 
tion. Further than that, however, in 
dividual banks may actually generate 
purchasing power by extending in loans 
more than they have received in de: 
posits. The proportion in a “going” 
economic system will range from 108 
to 120 per cent. or more of deposits, 
depending upon the peculiar circum: 
stances in a particular bank. Hence 
some governmental steps to aid sound 
banks and to increase industrial loans 
as listed at the outset of this article may 
prove beneficial in increasing purchas- 
ing power. 

Devaluation of the currency gives the 
Government some additional purchas’ 
ing power arising from the “profit” 
which it realizes. It does not, however, 
put any more into the pockets of the 


people until the Government chooses to 
spend its “gain.” 

So far this discussion has been con- 
fined to the demand side in the malad- 
justment between purchasing power and 
prices. Energetic efforts have been 
made by the Government to increase 
purchasing power so as to raise the gen- 
eral level of demand prices nearer that 
of supply prices. The same effect, how- 
ever, could be accomplished by lowering 
the level of supply prices nearer that of 
demand prices. In the old days, that 
was how buyers were tempted to come 
forth until eventually the economic 
débris was cleared up. But in this en- 
lightened day, such a procedure is un- 
thinkable! To argue for or even sug: 
gest the advantage of lowered general 
prices is wasted effort. Only in iso- 
lated individual cases does a temporarily 
embarrassed concern resort to such a 
procedure. Accordingly, despite the 
merits of the plan, this phase of the dis- 
cussion may just as well be dropped 
here. 

Lest it be supposed, however, that a 
higher price level is entirely undesirable, 
it should be pointed out that in the 
long run it does not matter whether 
prices are high or low. It is the mere 
fact of change and how the change was 
brought about, whether by normal or 
artificial influence, that is of significance. 
In the latter case the new level will 
very likely be temporary. 

Each rational transaction in the mar- 
ket place is an exchange of purchasing 
power, and whether the price level is 
high or low is unimportant. An ex- 
change of values takes place, price 
merely expresses the ratio of exchange 
in terms of dollars. In the long run, 
the exchanges of purchasing power bal- 
ance and cancel each other out. It is 
only in the short run that maladjust- 
ments between purchasing power and 
prices can occur. At such time they 
may cause considerable damage to the 
business structure. Over a long period 
they must straighten out and whenever 
they do develop they can exist for only 
a relatively short time unless some ar- 
tificial agency interferes. 





Price Fixing and Inflation 


By JULEs BACKMAN AND IvAN WRIGHT 


administration policies that have 

disturbed the mental calmness of 
public opinion. While the efforts at 
price fixing have been modified, it seems 
timely to point out that the policy of 
general price fixing and the policy of 
inflation to raise the general level of 
prices are contradictory. The fixing of 
prices of a few of the products of the 
major industries would bankrupt these 
industries if and when inflation does 
succeed, provided that prices of other 
products were left unfixed and permitted 
to be adjusted freely to meet the con- 
ditions of rising costs. While general 
price fixing is unthinkable as a _per- 
manent policy, the anticipated rise in the 
general level of prices as a result of in- 
flation would be prevented if a general 
price fixing policy were established. The 
fixing of the prices for certain basic 
commodities during a period when in- 
flation is being fostered seems a cruel 
way to punish these industries and the 
millions of investors and employes de- 
pendent upon them. 


[Semis and price fixing are two 


POSSIBILITY OF ULTIMATE INFLATION 


If there is any doubt in anyone’s 
mind about the possibility of inflation 
ultimately, it is only necessary for them 
to remember that the dollar has been 
devalued almost 41 per cent.; that we 
have added silver to the reserve base 
and also provided for the printing of 


currency if necessary. In addition the 
large government deficit with the con- 
sequent increase in government debt is 
a form of inflation by government 
credits. 

The present measures do not exhaust 
the full possibilities of creating a base 
for inflation. Many people are still not 
satisfied that the pile of dynamite on 
which we are sitting is adequate to do 
the trick. It is the old story of one 
step leading to another. This sequence 


has characterized the history of all in- 
flation. We have such influential or- 
ganizations as the Committee for the 
Nation asking for further devaluation 
of the dollar. Then there are strong 
inflationary forces asking for the con- 
version of the government debt into cur- 
rency, in order to provide money and 
avoid the interest on the debt. The 
silver inflationists are still unsatisfied. 
They would have silver put on a ratio 
of 16 to 1 with gold and circulated 
freely. The commodity dollar experts 
would have a money based upon a com- 
modity index and juggled to regulate 
prices at some level accepted as a nor- 
mal. This experiment has inflation pos- 
sibilities second only to that of the re- 
cent experience in Germany. 

To make a long story short, an in- 
flation of 40 to 60 per cent. is guaran- 
teed and we do not know just how 
much more. It is not often in the finan- 
cial world that we are sure of any- 
thing. But inflation we are sure of and 
the one unsolved problem is just when 
will we be caught in the whirl of it? 
The timing of the inflation provided for 
is anyone’s guess. Germany took only 
about four years to inflate to the point 
where all money and credit instruments 
were worth just as much as the paper 
they were written on. France took 
about nine years to inflate and devaluate 
her currency 80 per cent. and stabilize 
again on the gold standard. In less 
than a year and a half we have made 
considerable progress toward inflation. 
We have legalized a minimum of 41 
per cent. devaluation, and provided the 
other forms of inflation mentioned above. 
Just where we will stop we do not know, 
but we do know that we have provided 
for inflation, and when the other factors 
that make it possible to operate are 
present the inflation will take. Can it 
be controlled? Such control of inflation 
has been tried many times and has 
always failed. Moreover, we believe 
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any effort at control of inflation in this 
country is less likely to be successful 
than it has been in some other coun- 
tries. The recent cablegrams sent to 
Governor Harrison by Senator Thomas 
and the Committee for the Nation, 
warning him not to enter into a stabil- 
ization agreement, are a good illustra- 
tion of the pressure that will be used 
against any control measures. 


SOME EFFECTS OF PRICE FIXING 


Just when inflation will come and in 
what form we do not pretend to say. 
But it is coming. Let us take a case 
of a hypothetical company with a fixed 
price—e.g., a newspaper, a magazine, a 
railroad, etc. How will it be affected 
by price fixing? Assume that the com- 
pany is not permitted to change sell’ 
ing prices but the price of everything 
it buys is permitted to rise with the 
cheapening of money and credit. If 
the income of the company is now 
$100,000 and its expenses $100,000, it 
is just able to keep going. But what 
will it do when the rent is increased, 
the taxes increased, the price of raw 
materials advanced, and the employes 
make it clear that they are unable to 
live and meet their current bills on the 
wages and salaries they are getting? Let 
us say costs rise to $150,000 and the in- 
come remains the same. How long can 
the company stand this? Regardless of 
how much surplus it has, that surplus 
will be shrinking in purchasing power 
just like its income. This is especially 
true if it is invested in money or credit 
instruments. Can we hope for a 50 
per cent. increase in business? The ex- 
perience of other inflation periods 
answers emphatically “no.” If costs rise 
100 per cent. the business might under 
extreme conditions increase 10 per cent. 
and it could keep going just as long as 
the surplus held out. The condition of 
the French railroads is a good case in 
point. These roads had fixed rates dur- 
ing the inflation period. Several small 
rises in rates took place but the decrease 
in the value of the money far outstripped 
the small advances in rates. The French 
railroads have never fully recovered 


from the severe financial setback they 
underwent at that time. 

In Barron’s, July 23, we pointed out 
the difficulties in the way of price fix- 
ing and also pointed out that if price 
fixing were to succeed, all prices would 
have to be fixed. But the fixing of all 
prices leads to another interesting situa- 
tion since it involves not only fixation 
of the prices of industry but also pro- 
duction control, fixing of interest rates, 
control of the volume of credit and new 
capital, etc. In most of the discussions 
of price fixing, this factor is overlooked. 
A moment’s careful reflection will in- 
dicate the necessity of fixing the price 
of credit as well as the price of com- 
modities. For any price fixing scheme 
to succeed, there must be no weak link 
in the chain. The old platitude that a 
chain is as strong as its weakest link 
holds doubly true in this connection. 

CONTROL OF CREDIT AND INTEREST 

RATES 


Now let us see what happens if prices 


are fixed and no control is placed on 
interest rates and the volume of credit. 
Maladjustments will be created because 
costs cannot be accurately determined. 
A flexible item of interest rates (although 
this is usually a small percentage of the 
cost) can easily be the factor that would 
throw a price fixing scheme out of bal- 
ance. An excessive amount of credit 
and the speculation which can be en- 
gendered by it is another factor which 
can ruin price fixing arrangements. In 
order to have the best chance of success 
for price fixing, the fixing of interest 
rates and the control of credit must be 
undertaken. But if this is done there 
can be no inflation. With the total 
amount of credit unchanged and interest 
rates at a fixed level, inflation cannot 
take place because what is_ inflation 
other than an excessive expansion of 
credit or currency? Thus we are forced 
to reach the conclusion that if all prices 
are fixed, including interest rates and 
the volume of credit, there can be no 
inflation. On the other hand if the con- 
trol of interest rates and credit is not 
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provided for, there can be no successful 
price fixing. 

Unless all prices were fixed, the fix- 
ing of prices would destroy some busi- 
nesses and would stimulate others. For 
example, the price of paper might be 
fixed at a figure high enough above costs 
to encourage the paper producers to 
employ more labor and to increase pro- 
duction. (The need for controlling 
credit and capital in order to prevent 
this from occurring and upsetting the 
whole arrangement is obvious.) Here 
another complication arises. Production 
would be increased in such a business 
until the problem of bootlegging at 
lower prices would develop. Therefore 


the paper business or any other business 
that might have a price established at 
a level above that warranted by market 
conditions and producers’ costs would 
have to be policed. This would mean 
the establishment of a huge bureaucracy 


DIFFICULTY OF FIXING PRICES AT THE 
RIGHT FIGURE 


In a like manner the problem of fix- 
ing the price at the right figure is so 
delicate and uncertain that some prices 
would be fixed too low. For example, 
the price of ink might be fixed so low 
that the producers would continue to 
lose money because the costs were too 
high in relationship to the fixed selling 
price. Clearly, if this situation were to 
exist for any period of time an excess 
of paper would be produced on the one 
hand and a shortage of ink on the other. 

Evidently price fixing cannot stop by 
fixing prices and costs but must go all 


the way and fix production as well. All 
prices and all production must be fixed. 
Leaving any item unfixed will cause 
a maladjustment. On the other hand, 
fixing the price of all items will cause 
a maladjustment by destroying the need 
for many services, ¢.g., the services of 
the banking community and Wall Street 
could be largely dispensed with. Fix- 
ing the price of one item and not the 
price of all will be a situation especially 
vulnerable during inflation. Such a 
situation would result in the destruction 
of the industry concerned because ris- 
ing costs would find no outlet through 
increased prices. This is especially true 
during a period of wild inflation. Fix- 
ing the price for a short time on one 
item or several items will tend to create 
maladjustments and weaken the whole 
price and business structure. In addi- 
tion to the above problems, that of ef- 
fective policing would prove almost im- 
possible of solution. 

Many prices are fixed and long term 
contracts in terms of these prices have 
been made. Inflation that raises prices 
sharply will compel a revision of these 
prices or lead to bankruptcy except in 
those few cases where the volume of 
business and profits might increase 
enough to offset the effects of the in- 
flation. In a period of mild credit in 
flation and deflation with rising and 
falling prices, businesses are protected 
against these risks by providing adequate 
surpluses to ride through the lean years. 
But there are few surpluses large enough 
to protect any business with fixed prices 
against the inflation provided for in our 
currency and credit system, when, as 
and if it takes place. 





The Small Depositor Is Not Overcharged 


By WILLIAM H. ROCHE 


HEN a manufacturer sells his 

\X/ merchandise he must do it at 
a profit or he cannot long re- 

main in business. The general public 
recognizes this fact and is perfectly will- 
ing to pay prices for merchandise which 
will insure a profit to the seller. How- 
ever, when the banks, following this 
very same principle of business, at- 
tempted to place all of their accounts 


have to increase their balances or be 
subjected to a service charge. 

Small depositors, who as a class repre- 
sent the majority of a bank’s customers, 
naturally felt this change in policy most. 
In this class we find most of a bank’s 
unprofitable accounts so it naturally fol- 
lows that from the small depositor is 
collected a large proportion of a bank’s 
service charges. This fact, however, 


“When a manufacturer sells his merchandise he must do it at a 


profit or he cannot long remain in business. 


The general public 


recognizes this fact and is perfectly willing to pay prices for 


merchandise which will insure a profit to the seller. 


However, 


when the banks, following this very same principle of business, 
attempted to place all of their recounts on a profitable basis by the 
institution of service charges on those accounts which were un- 
profitable, the reaction was exactly the opposite.” 


on a profitable basis by the institution 
of service charges on those accounts 
which were unprofitable, the reaction 
was exactly the opposite. 

Perhaps one of, the reasons underlying 
this adverse reaction was the fact that 
most people have been reared in the 
mistaken belief that banks made fabulous 
profits from their depositors’ money. 
Bank advertising, during the years 
prior to the beginning of the depression, 
would tend to support this belief as all 
manner of free services and inducements 
were offered to attract depositors. 

With the coming of the depression 
and the dwindling of profits the banks 
were suddenly faced with the problem 
of determining just how profitable their 
accounts were. Then it was that many 
bankers were greatly surprised to dis- 
cover that a large proportion of their 
accounts were losing money for the in- 
stitution. To remedy these losses there 
was only one alternative—make every 
account stand on its own, and those 
which proved to be unprofitable would 


does not necessarily mean that these 
accounts are being overcharged. 


THE CASE FOR THE SMALL DEPOSITOR 


In an article appearing in a recent 
issue of THE BANKERS MAGAZINE, the 
author did his best to make out a case 
for the small depositor, and show how 
he is overcharged. However, a number 
of the statements contained in his ar- 
ticle are misleading and, I believe, should 
be clarified. 

First, it is pointed out that in many 
cases service charges are twice what it 
would cost to borrow the whole mini- 
mum balance to avoid the charge. I 
fail to see the injustice in this. Usually 
the depositor who carries very small bal- 
ances is not a good credit risk and there- 
fore could not borrow the necessary 
funds to create a satisfactory balance. 
But let us suppose for a moment that all 
of these depositors were good risks and 
did borrow enough (and leave it on 
deposit) to carry profitable accounts. 


555 





THE BANKERS MAGAZINE 


THE NATION’S STRENGTH 
IS THE NATION’S HEALTH 


The greatest threat to the nation’s 
health is tuberculosis. It is the chief 
killer of men in industry between the 
ages of 15 and 45—20,000 men in this 
group alone die of it every year. No one 
is safe from the disease until every case 
has been found and placed under treat- 
ment. Help protect yourself and your 
family by using Christmas Seals on your 
holiday letters and packages. The funds 
they provide finance a program of pre- 
vention, discovery, and treatment of 
tuberculosis throughout the entire year. 


The NATIONAL, STATE and LOCAL TUBERCULOSIS ASSOCIATIONS 
of the UNITED STATES 


BUY CHRISTMAS SEALS 


Then the situation would be entirely 


different. The bank would have no un- 
profitable accounts and in addition 
would have a much wider field in which 
to extend credit and employ its funds. 

So we see in this hypothetical case 
the answer to objection Number One. 
The amount of a charge for service ren- 
dered by the bank in carrying an ac- 
count, and the amount charged for the 
loaning of funds cannot be interchanged 
with each other. If the above supposi- 
tion were to actually happen there 
would be no necessity for service charges 
and the bank would be a most profitable 
one. Then too, the same situation is 
true in the case of a large account which 
is unprofitable, so we cannot use this 
as an example of injustice to the small 
depositor. 

The next issue upon which I disagree 
with the author of the aforementioned 
article is his statement. that it is im- 


possible to determine the income from 
any given account because “a commer- 
cial bank lends, not the cash sums de- 
posited with it, but its own credit.” 
Now please—above all—let us be prac- 
tical in this discussion. If a bank did 
not receive cash deposits it could not 
stay in business for it would have noth- 
ing to lend. On the other hand, if it 
could not make loans after receiving the 
cash the result would be much the same 
for it still could not operate profitably. 
The one must necessarily follow the 
other and we cannot substantiate such 
an argument merely by quibbling over 
the modus operandi. 

Experience has shown many bankers 
that by making a careful analysis of 
their institutions’ business, a basis can 
be determined for computing, with a 
fair degree of accuracy, the income from 
a given account. There are a number 
of cost accounting firms which specialize 
in this type of work, and in banks which 
have employed them the results have 
justified the expense. ; 

But to return to the article under 
discussion. The author assumes that 
‘on the basis of an account arising from 
a loan, nothing can be loaned by the 
lending bank.” From this he draws the 
conclusion—“The bank’s income from 
such an account, disregarding the inter- 
est on the loan, is exactly nil.”—“Why 
should an account resulting from a loan 
by the bank be service charged at ex- 
actly the same rate as a deposited ac- 
count which does furnish funds for 
further loans by the bank?” 

This line of reasoning is rather far- 
fetched, to say the least. 


MUST HAVE COMPLETE PICTURE OF 
DEPOSITOR’S ACCOUNT 


We must bear in mind that if we 
are going to be fair to all depositors in 
this matter of service charges we can’ 
not be content with computing the cost 
and income of the deposit account alone. 
In addition to these figures we must 
take into consideration any other phases 
of the bank’s services which the customer 
uses. This of course would include his 





Fi more than a century and a 


quarter this institution has adhered to 
a single policy of service to corre- 


spondent banks. 


Experienced management 
Efficiency of operation 
Extensive connections 


Liberal reciprocal arrangements 


have produced a steadily increasing 


volume of business. 
We solicit new accounts on the basis of 


a service that has withstood every test. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS 





58 THE BANKERS MAGAZINE 


borrowing relations if any. Then, hav- 
ing a complete picture of the depositor’s 
business we are in a position to judge 
whether or not that business is profit- 
able. 

Now, certainly the borrowing account 
is more valuable to a bank than one 
which merely uses the deposit and check- 
ing facilities offered. It is all very well 
to speak of the potential earning power 
of a $10,000 cash deposit account as 
against a $10,000 borrowed account but 
how does it work out in practice? In 
the first place, the bank must find a 
form of investment for the cash which 
will provide an income. With condi- 
tions as they are at present this is not 
as simple as it sounds. On the other 
hand the depositor who borrows is not 
only depositing his own cash, received 
in the regular routine of business, but 
is providing the bank with a profitable 
outlet for other depositors’ funds. 

If there are any doubts as to the 
soundness of this argument perhaps this 
question will dispel them. As a banker, 
would you at the present turn down a 
$100,000 borrowing account in favor 
of a $100,000 cash deposit account? 

Furthermore, it is the practice of most 
banks to require that a 20 per cent. 
balance be kept against a loan at all 
times. This is in addition to the aver- 
age balance necessary to compensate for 
the activity of the account. Then, in 
computing the income on a borrowing 
account this 20 per cent. is deducted 
from the total average balance. So we 
see that for a given amount of activity 
the borrower must carry a larger bal- 
ance than the non-borrower. Because 


of this fact the service charge (if one 
were necessary) would be greater on 
the borrowing account, though the bank 
balance and activity of both were equal, 
and in addition we find that the 20 
per cent. free loan balance remains for 
the bank to earn additional income. 


PRACTICAL CONCLUSIONS 


The practical conclusions to be drawn 
from the foregoing may be summarized 
thus: In discussing the problem of 
service charges we cannot reach a logical 
conclusion by merely examining certain 
isolated factors, which taken by them- 
selves do not reflect the true situation. 
Rather, we must attempt to obtain a 
clear view of the complete picture by 
analyzing in their true light the many 
variables which go to make a certain 
account profitable or unprofitable for a 
given institution. 

The task which faces our bankers in 
educating their depositors is by no means 
an easy one. But with time and patience 
we can accomplish it. 

My own experience has embraced a 
number of banks using (with but slight 
variations) the same methods of analyz- 
ing accounts that I have based my con- 
clusions upon. During that time I have 
found the great majority of small de- 
positors to be satisfied, if enough time 
is spent with them to educate them as 
to why a service charge is necessary on 
their account, and how it is computed. 
I have also found that the small de- 
positor receives more than full value 
for the small charge which he pays, in 
service, convenience and protection. 





Gold Clauses ---- A Dilemma 


By EMANUEL REDFIELD 


HE case of Norman vs. The Balti- 
more and Ohio Railroad Company 
to come before the Supreme Court 
of the United States is important be- 
cause it involves a construction of the 
effect of the gold clause in obligations 
and also the constitutionality of the act 
of Congress, known as Public Resolu- 
tion No. 10 of June 5, 1933, which 
outlawed such clauses and provided that 
bonds payable in gold shall be payable 
only with lawful currency other than 
gold. It has been variously estimated 
that there are bonds with such clauses 
from 95 to 125 billions of dollars. 

This litigation is not to be confused 
with any other dispute involving gold. 
It has nothing to do with the prohibi- 
tion against the hoarding of gold, nor 
with the suspension of gold payments. 
The present case also has no direct bear- 
ing upon bonds floated in the future, 
nor with bonds issued by the Govern’ 
ment. 

The simple issue of fact in the Nor- 
man case is whether a person who 
bought a bond issued before June 5, 
1933, containing a clause stating it was 
payable in gold coin of the weight and 
fineness existing at a date prior to Jan- 
uary 31, 1934, can compel payment in 
gold or in the equivalent of the value 
of that gold. 

The plaintiff owns a bond in the face 
amount of $1000. It was issued on 
February 1, 1930, and was bought by 
him on that day. It provided for in- 
terest at 41% per cent., payable semi- 
annually. Both the principal and in- 
terest were to be paid in gold coin of 
the weight and fineness existing on Feb- 
ruary 1, 1930. On that day the weight 
and fineness of the gold dollar was 25.8 
grains, nine-tenths, as previously pro- 
vided by law. The big dispute arose, 
however, four years later on February 1, 
1934, when Mr. Norman demanded his 
semi-annual interest of $22.50 in gold 
coin or its equivalent of $38.10 in case 


gold was not available. We all know 
that gold was at that time not available, 
nor was its possession lawful. We also 
know that on the day previous the 
President by proclamation reduced the 
content of the standard gold dollar to 
15 5/21 grains, nine-tenths fine. The 
difference between the old standard in 
existence on February 1, 1930, and the 
new one was the reason why $38.10 
was demanded. The railroad refused 
to pay. 

Thereupon, this action was brought 
in the New York Supreme Court. The 
plaintiff lost there and in the Appellate 
Division. The Court of Appeals also 
sustained the judgments of the lower 
courts, with one judge (O’Brien) dis- 
senting, and two not participating be- 
cause they disqualified themselves. The 


Supreme Court of the United States, by 


a writ of certiorari, allowed this appeal 
on October 8, 1934. 

There are two hurdles to overcome 
by plaintiff in order to reach his goal. 
First, it must be proved that the gold 
clause means by its construction that the 
equivalent of the value of the gold must 
be paid. The usual gold clause says 
nothing about payment of the equiva- 
lent. Secondly, it must be shown that 
Public Resolution No. 10 is unconstitu- 
tional. 

The argument to be presented, as in- 
corporated in a brief of seventy pages, 
will demonstrate that the true construc- 
tion of the gold clause means that the 
holder of the bond should receive the 
equivalent of the value of the gold in 
the following manner: The gold clause 
has a special meaning. It cannot be 
said that it was there merely by custom, 
for the purpose of adornment, or to 
fool the public. The history of the use 
of gold clauses shows that they became 
very prevalent during and after the 
Civil War, to guard against a depre- 
ciated paper currency; that the green- 
back movement for fiat money and the 
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bimetallic controversy of the last century 
added further impetus to guard against 
a depreciated currency. There wasn’t 
enough gold in the world to even pay 
a minor portion of the amount of ob- 
ligations based on a gold standard. There 
aren't enough gold coin denominations 
to pay odd sums of principal and in- 
terest, if actual delivery of gold coins 
were insisted upon. Therefore, the con- 
clusion is that gold coin was used to 
measure the extent of the obligation. 

This argument is also substantiated 
by decisions of the Supreme Court of 
the United States, shortly after the Civil 
War. It is also backed by the recent 
(1929) decisions of the Permanent 
Court of International Justice, at The 
Hague, regarding the gold clause in 
Serbian and Brazilian bonds, in which 
Chief Justice Hughes then sat as judge. 
Recently too, the House of Lords gave 
a construction to similar bonds so that 
the holders received the equivalent of 
gold. 

Evidently, Congress feared that a 
construction of the bonds would re- 


quire the payment of the equivalent in 
the event the gold dollar were de- 
valuated. Consequently, Public Resolu- 
tion No. 10 was passed in June of last 
year, nullifying the gold clause con- 
tained in all prior and future obliga- 


tions. The writer contends that the 
resolution, which is a law, is unconsti- 
tutional. It cannot be seen through what 
express or implied power of Congress 
such law was passed. The nearest 
thought is that of the power “to coin 
money and to regulate the value there- 
of.” In the debates in Congress at the 
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time that clause was used as the basis of 
its action. It is conceded that under 
such power Congress can devaluate the 
gold standard according to any level it 
chooses. But it is hard to see how it 
can be used to justify the cancellation 
of an obligation just because it is meas- 
ured by gold. If instead of gold as a 
measure, persons chose a bushel of 
wheat, could one argue that because 
Congress has a power to fix weights and 
measures, it has a power to cancel, 
modify or affect a deal involving a 
bushel of wheat? It seems that the 
Supreme Court will have to go very far 
to uphold Congress on this point. Con- 
gress sometimes tries to exercise power 
not delegated to it under the guise of 
a constitutional power, as in the child 
labor cases. In the case of the gold 
clause legislation there is a similar at- 
tempt to stretch the meaning of a clause 
until it has no meaning. In that event, 
it would be much better to have the 
Constitution amended. 

It cannot be so easily said, it is in- 
cidentally argued, that a decision favor- 
able to plaintiff would bring great hard- 
ship to debtors, etc. The parties made 
a bargain based on a certain level; that 
is all the creditor seeks. The very hold- 
ers of bonds may also be stockholders 
in the very same corporation. The ex- 
perience of England after its highest 
court had upheld the validity and effect 
of the gold clause indicates that nothing 
disastrous will result. The worst that 
could happen in this case would be for 
gold to be put back on its old basis. 
That would prove a great barrier against 
inflation. 





A Scientific Method of Analyzing 
Checking Accounts 


By FReEpEriIcK W. HETZEL 


first of a series of articles by Mr. Hetzel who is assistant treasurer 

of The Trust Company of New Jersey, Jersey City, N. J. This 
author has not been satisfied with the system of account analysis used 
by most banks and has worked out his own system which he believes 
to be more scientific and more equitable to all concerned. Concerning 
his articles he writes in a recent letter: 

“Most of the methods of account analysis treat the handling of the 
physical item as a primary banking function whereas, the primary func- 
tion is, not to transfer the physical pieces of paper from one location 
to another, but, to transfer the funds represented by that piece of 
paper. If we are to confine banking revenue to the handling of mere 
pieces of paper we must consider ourselves somewhat in the nature of 
the Post Office Department that delivers a message for so much an 
ounce. 

“A bank is a large one, not because it handles a large number of 
items, but because it is the depository for large sums of money. To 
be equitable to the depositor and at the same time produce satisfactory 
results for the bank, an analysis must give consideration to the amount 
of funds involved. 

“The method of analysis outlined in my articles provides for the 
cost of handling items and also for an equitable value being placed 
upon the amount of funds handled.” 

Mr. Hetzel’s articles will be divided into fourteen topics as follows: 


Bistctase with this issue THe Bankers MaGazine presents the 


. Our Present Difficulties. 
. The Problem. 
3. Analyzing an Account. 
. Establishing a Principle. 
5. Analastic Analysis. 
6. Float. 
7. Credits. 
8. Analastic Analysis—Proof of Analysis—Statistics. 
9. Analysis Cards. 
10. Graduated Charge Schedule. 
11. Float on Net. 
12. Expediting the Work. 
13. Effectuating Our Plans. 
14. Conclusion. 


The articles will be liberally illustrated with charts and forms show- 
ing graphically how all analyses are made.——The Eprror. 
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I 
OUR PRESENT DIFFICULTIES 


ern industrial life, but whether the necessity warrants 

the present extensiveness of those institutions or 
whether it is desirable that they be operated under present 
ownership and management are questions which are now 
being decided. ‘The answer to those questions lies largely 
within the control of the bankers. 

The cause of the present unsatisfactory status of our 
banks and the means to be employed by which they can 
be rehabilitated are quite clearly discernible. 

During the last decade or two, the commercial banking 
facilities throughout the country were being expanded at a 
much more rapid pace than was the commercial business 
for which they were presumably being developed. Inasmuch 
as those facilities were being expanded more rapidly than 
commercial demands required, the increased cost of opera- 
tion due to this expansion must necessarily have been borne 
by an increased cost to commercial business or by the bank’s 
increased revenue from other sources. 

Instead of the cost of services to commercial business 
being increased, they were actually decreased. The rapid 
expansion in banking facilities intensified the competition 
between banks for the existing business, resulting in a pro- 
gressively more liberal policy in the treatment of commercial 
business by all banks. 

This rapid expansion of banking facilities, with its at- 
tendant increase in operating costs and size of capital struc- 
ture, required a corresponding increase in the expansion 
of the bank credit outstanding. 

The expansion of this credit could not be absorbed by 
the strictly commercial transactions of the country and it 
was therefore necessary to force it into the fixed asset and 
equity investments of the borrower. Even this could not 
be accomplished without an inflationary value being placed 
upon equities and fixed assets. 

Not only were inflationary values required to absorb this 
credit but, inflation of equity values at a progressively ac- 


(C0 er industrial 1 banks are indispensable to our mod- 
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celerated pace had to be maintained to carry the cost of 
supporting the credit created, 

When the inflationary movement terminated there was a 
general realization that true income could not support the 
ralues placed upon equities and there was a mass endeavor 
to liquidate. 

The inflationary values had been so extreme and the en- 
deavor to liquidate so intense that it finally culminated in the 
banking fiasco of 1933. A worse calamity was averted only 
by means of governmental intervention. Because of the 
measures adopted and the financial assistance rendered by 
the Federal Government, public confidence in our financial 
institutions was restored. 

With the subsidence of panic hysteria, the immediate 
need for rapid liquidation was averted and the process could 
proceed in a more orderly manner. 

While the pacification of public hysteria was necessary 
before the rehabilitation of our financial institutions could 
be attempted, so doing did not constitute a help so much as 
it represented the warding off of a hindrance to its accom- 
plishment. ‘Though less intensified, the problem remained 
in all of its essentials. 

To clarify that fact, assume that every asset of doubtful 
ralue in the banks of the country were to be immediately 
liquidated. ‘The problem of what to do with the funds so 
liquidated would be a formidable one. It is a problem with 
which many banks are now being faced. Although all of 
the doubtful assets have not, or will they all ever be thor- 
oughly liquidated, there is now a surplus of bank funds that 
are seeking profitable employment. Those funds cannot be 
utilized by forcing them into the carrying of fixed assets 
and equities as they were before, for if we attempted to do 
so we would have a repetition of what we have just gone 
through. 

Could the banks of the country as a whole earn a suffi- 
cient net income to guarantee their stability under present 
methods of operation? It is believed that for most banks 
the prospects would be none too alluring. Nevertheless, if 
banks are to maintain their independent corporate existence, 
their income must exceed their expense. 

Our first endeavor in retrieving a favorable balance of 
income over expense is to reduce our expense. If, how- 
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ever, after reducing expenses as far as possible there is still 
an unfavorable balance, it will be absolutely essential that 
income be increased. ‘The institution that cannot earn a 
sufficient income to exceed its costs of operation is doomed 
to be considered by the public as economically unjustified 
and must therefore, sooner or later, be discontinued. 

It will be absolutely necessary for most institutions to 
increase their revenue and inasmuch as the past sources of 
income have been either eliminated or so curtailed as to be 
insufficient for the purpose, other sources must be developed 
or the remaining ones more intensively cultivated. 

Inasmuch as commercial banks are indispensable to our 
modern industrial life and because banks cannot survive 
without an adequate income, the logical source of a bank’s 
principal income should be obtained from those who would 
be most vitally effected by their discontinuance, the con- 
sumers of commercial bank service. It is not only the logical 
source but the only apparent one with sufficient promise of 
being able to fulfill the bank’s requirements. 

It will therefore be increasingly more important, as time 
goes on, for the respective banks to devote more attention 
to evaluating and charging for the services and facilities 
which they have to offer. . 

Inasmuch as past sources of income have been so cur- 
tailed and since commercial banks in the future must be 
largely dependent upon their ability to obtain a sufficient 
income from the consumers of their services to maintain 
their corporate existence, it will be our purpose herein to ex- 
plore a means of attaining this necessary income in a scien- 
tific and equitable manner. 

If this source of revenue is to be a primary one we can- 
not afford to treat the subject in other than a complete and 
thorough manner. The problem is not a transitory one that 
‘an be dispensed with by means of some simple expedient. 
It is a problem the solution of which will become standard 
banking practice of the future. 
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Il 
THE PROBLEM 


The public has the right to expect and will demand of 
our banks that they be financially sound, offer adequate 
facilities and render efficient services in order that the in- 
dustrial transactions of the country can be carried on in an 
economical manner. In order to do so the banks must be 
afforded the opportunity of earning a sufficient amount of 
income to make this possible. Without a favorable balance 
of income over expense, a bank cannot long continue to 
render the service to the community that it should, and it is 
therefore as important to the public as it is to the bank 
that the banks be enabled to earn a reasonable livelihood. 

Inasmuch as the logical source of a bank’s income should 
be, and probably will have to be, from the consumers of its 
services, our problem resolves itself down to establishing a 
mutually satisfactory relationship between the bank and its 
depositors. 

This problem, in its broader sense, can be divided into 
two major phases. 

1. Ascertaining what a satisfactory relationship would 
be. 

2. Establishing that relationship between the bank and 
its depositors. 


First Phase. The depositors of a bank cannot be 
treated with collectively. ach account must be considered 
individually. No two accounts will require exactly the 
same facilities and services and therefore no two accounts 
could be fairly subjected to exactly the same requirements. 

To treat with accounts individually, it will be necessary 
that we have some method of accurately appraising the 
status of each account individually. Each account must be 
individually analyzed if we are to be enabled to deal fairly 
and equitably with each and also assure ourselves of an 
adequate remuneration for services rendered, 

The method of analysis that we employ must produce 
information that is complete, concise and specific. If the 
resulting information produced by our analyses is not com- 
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plete and specific, considerable difficulty will be encountered 
in determining what a satisfactory relationship should be 
and hence next to impossible to establish such a relation- 
ship. 

To be fully informative, an analysis of an account 
should produce specific answers to the following questions: 
1. Is the account a profitable or an unprofitable one? 

2. If the account is profitable, how much profit does it 
produce? 

3. If the account is unprofitable, what is the loss? 

4. If the account is profitable, is the profit margin ade- 
quate? 

If the profit margin is inadequate, what is the de- 
= 

. If the account is unprofitable or produces an inade- 
cane amount of profit, what should be done by way of 
(a) Increased balances or (b) Direct charge, to make the 
account self-sustaining? What would be required to make 
it fully satisfactory ? 

Without information complete enough to answer all of 
the foregoing questions we are unprepared to deal intel- 
seca with our problem. If we are unable to state specif- 

‘ally what it is that we want or are unable to justify our 
one Tg we will have little cause for complaint if the ful- 
fillment of our requirements is not thrust upon us. 

The solution of this problem must consider the de- 
positors’ viewpoint as well as the bankers’, for if we are to 
expect the public to respect its obligations to our financial 
institutions, we must also accept the responsibility of being 
able to prove that the requirements set forth are fair and 
equitable. 


Second Phase. 'The second phase of our problem has 
been, for years, a primary hindrance to the study of the 
first phase of the problem. Realizing the difficulties that 
might be encountered in the second phase, bankers have 
been discouraged from devoting the analytical thought and 
effort necessary for a complete mastery of the first phase. 

Now that necessity will brook no further delay in de- 
cisively grappling with our problem is no reason to assume, 
however, that our difficulties will be greatly lessened. While 
necessity may stimulate our courage to engage with the 
problem and thereby minimize those difficulties that were 
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largely imaginary, there will be, nevertheless, sufficient ob- 
stacles to the smooth adaptation of any regulations to 
make necessary the employment of a considerable amount 
of tact and a great deal of careful study before we can 
consider our plans fully operative. 

It will, therefore, also be our purpose here to devise 
means of adopting gradually those regulations found to 
be necessary and thereby avoid inciting a too formidable 
resistance to our plans before they are properly under way 
or the public has had time to become educated to the newer 
order of things. 

We did not arrive at our present predicament overnight 
and we cannot expect to solve our present problem in a 
day. Solve it we must however, if we are to entertain 
hopes of a future healthy stability for our institutions. 

Our first step must be in the direction of fully inform- 
ing ourselves of the requirements of our respective institu- 
tions, 


Preliminary Information Required. We cannot expect 
to progress beyond the stage of abstract theory without the 
fundamental knowledge that can be obtained only from 
statistical records or our respective institutions. The de- 
gree of accuracy obtained in reporting the true status of 
an account is directly dependent upon the completeness and 
accuracy of the data upon which we are to base our 
analyses. 

While it will not here be our purpose to study the ways 
and means of procuring the information upon which we 
will base our analyses, it is important to realize that with- 
out specific and detailed knowledge of the facts prevailing 
in a particular institution, an analysis of an account will 
necessarily always remain in the abstract. 

The data upon which the analysis of an account is based 
are ascertained from cost records and inasmuch as our final 
results will be dependent upon the degree of accuracy with 
which these data are prepared, the compilation of these 
records should be accorded the care and attention to which 
they are entitled. 

For those institutions that do not now have cost records 
or whose personnel lacks the experience to compile them the 
engaging of a public accountant, experienced in this type 
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of work, would probably prove the most economical and 
satisfactory way of having them set up. 

As far as our studies here are concerned, we will use 
arbitrary factors to carry out our illustrations. Each re- 
spective bank can substitute the data found to be applicable 
to their own institutions for those here used and thereby 
translate our hypothetical illustrations into accurate in- 
terpretations of their own problems. 

We can simplify our studies and more quickly arrive 
at a common understanding of our problem by first in- 
vestigating and criticizing the present method usually em- 
ployed for the analyzing of accounts. Furthermore, we 
‘an determine wherein that method fails to completely 
serve the purpose we will require of it. If what is now 
used is sufficient for our needs, there would be no necessity 
or justification for substituting something new for what 
we have. It is therefore logical that we should first de- 
termine whether or not present methods are adequate to 
fulfill our requirements, and if not, why not. 





Names, Buildings and Displays 


By L. Dovucuias Merepiru, Pxu.D. 


Assistant Professor of Economics, University of Vermont, Burlington, Vt. 


This is the thirteenth of a series of articles by this author covering the 
entire subject of financial merchandising.—Enitor. 


Introduction.—Several aspects of merchandising which 
frequently receive little attention on the part of financial 
merchandisers are the names, slogans and symbols of the 
institutions, the significance of the building in merchandis- 
ing and lobby and window displays. The last two of these 
aspects, lobby and window displays, have received greater 
attention than the others, but it is the purpose in this article 
to consider all of them in the following order: 


a. Names. 

b. Slogans and Symbols. 
c. Buildings. 

d. Window Displays. 

e. Lobby Displays. 


The relatively small space which need be devoted to each 
of these topics warrants inclusion of all of them within the 
confines of a single article. 


Reasons for Consideration—No reasons need be ad- 
vanced for consideration of lobby and window displays 
because they obviously constitute integral parts of the 
merchandising programs of financial institutions, but some 
justification may be necessary because of the inclusion of 
names, slogans, symbols and buildings as a part of the 
merchandising process. A financial institution is known 
by its personality, and every association with that insti- 
tution contributes to or detracts from the personality which 
is developed. Names, slogans, symbols and buildings play 
very important parts, as will be found later, in the develop- 
ment of the personality of a particular institution. 


NAMES 


Significance of a Name.—The public knows and weighs 
banks not by accepted principles of financial analysis but 
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to a great extent by two somewhat unique and _ possibly 
superficial standards: (a) Names, and (b) succinct phrase- 
ology attached to the names or to the banks’ advertising. 
To the laborer, tradesman, teacher, and many professional 
men, a statement published periodically in newspapers in 
compliance with law and displaying assets and _ liabilities 
connotes little or no significance. A statement graciously 
enclosed in a chance communication from the bank affords 
no more. A glance at the statement may provoke the 
passing thought, “It is a big bank,” but seldom gives rise 
to a query concerning liquidity or surplus. Quantitative 
statements of significance pass by unscathed, but qualita- 
tive comments readily create profoundly favorable impres- 
sions or incite panicky fear which leads to long lines of 
clamoring depositors before tellers’ windows. Likewise, 
a word or two in a bank’s name or a particular phrase 
beneath the name or in the advertising may instill great 
confidence in the banking public whether that confidence 
is warranted or not. Certain words in names also have 
great influence in attracting customers to particular insti- 
tutions. 


Sources of Names.—The names of financial institutions 
have been derived from a great many sources and usually 
consist of two parts. One part of the name is that por- 
tion which designates it as a financial institution of one 
type or another, and the other part is that portion of the 
title which distinguishes the particular institution from 
other organizations of the same type. 

Those words which fall in the first portion include 
bank, savings bank, trust company, savings bank and 
trust company, national bank, national banking association, 
national bank and trust company, and similar titles. All 
national banks are required to have the word “national” 
in the name or the letters “N.B.A.,” symbolic of National 
Banking Association, after it, and this feature is of par- 
ticular value in distinguishing banks organized under Fed- 
eral law from those institutions organized under state law. 
Originally, national banks were restricted to commercial 
banking, but since the passage of the Federal Reserve 
Act, their activities have been extended into trust and 
savings bank fields. National banks are not permitted 
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to include the word “savings” in their title, but may in- 
clude the words “trust company.”* Until recently national 
banks have not shown a tendency to include “trust com- 
pany” in the name, but the Comptroller of the Currency 
in his Report for 1932 pointed out the change which had 
taken place in this connection, with the following words:* 


National banks with authority to exercise trust powers have shown 
continued interest in the advertising value to their trust departments 
by amending their titles to include the words “trust company.” While 
only 101 of these banks were operating with “trust” in their names 
in 1927, the number has increased to 349 since that time, and the 
value of utilizing this method of informing their commercial customers 
and the public of their authority to engage in trust functions is being 
increasingly recognized and adopted. 


No uniformity of names prevails among banks or- 
ganized under state laws. Mutual savings banks usually 
bear only the name “savings bank,” for the mutual prin- 
eiple upon which these banks are organized generally 
deters them from using the word “company” in the title. 
Banks in some states bear the name of trust company, 


but transact savings, trust and commercial business. Others 
bear the name of savings bank and trust company or bank 
and trust company, and at the same time transact com- 
mercial business. The public is likely to make very little 
distinction between banks on this basis, but it would seem 
desirable for an institution to indicate as clearly as pos- 
sible by its name the nature of the business which it 
transacts. For example, it would seem much more desir- 
able for a bank to possess the name “bank and trust com- 
pany” in preference to solely “trust company,” if the in- 
stitution renders commercial and/or savings bank services 
in addition to trust company services. A name of this 
kind much more cleariy explains the scope of service offered 
than the shorter title. 

The identifying feature of a bank’s name definitely 
designates the particular institution as an entity among a 
group of institutions of the same type. The sources of 
these portions of bank names are nine in number and may 
be classified as follows: 


‘Cf. below, p. 582. 


*Comptroller of the Currency, Annual Report, 1932, p. 27. 
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. Names of prominent and noted financiers. 
2. Names of prominent figures in a particular community. 
3. Name of founder. 
4. Names of cities, counties, states, rivers, mountains, and so forth. 
5. Order of establishment. 
3. General names. 
. Combinations of the previous sources. 
. Names associated with the Government. 
9. Monetary units. 


Illustrations of instances falling within the first classi- 
fication are familiar to everyone and include such names as 
The Chase National Bank, Harriman National Bank, and 
Mellon National Bank. Illustrations of instances which 
fall within each of the next three classes are readily found 
in almost every community. No mention need be made 
of illustrations in the second and third classes because of 
their largely local characteristics. Illustrations of the 
fourth class include names such as the Pennsylvania Trust 
Company. Names falling within the next classification, 
order of establishment, are usually associated with national 
banks and bear the numbers, such as first national bank, 
second national bank, third national bank, and so on. 
Formerly, it was required that once a number had been 
used in a national bank name in a given city, it could not 
again be used in the same city, but because of the demand 
for a change in this rule resulting from mergers, the rule 
has been modified. If the number is being used for the 
first time, the national bank may state it as “the first na- 
tional bank of the given city,” but if the name has been 
used before in that city, it is stated as “the first national 
bank in the given city.”* General names include those 
commonly found such as traders’ bank, merchants’ bank, 
merchants’ and mechanics’ bank, farmers’ bank, guaranty 
bank, emigrant bank, liberty bank, etc., through a lengthy 
list. These names generally possess few attributes of dis- 
tinctiveness and are generally to be avoided in the selection 
of a title. An interesting illustration of the use of a more 
or less general word in the title is found in the name of 
The Fiduciary Trust Company of New York City. This 
company transacts solely a fiduciary business and obviously 
emphasizes this fact by its name. 


*Sanders, Hy W., Bank Organization and Operation, p. 27. 
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Sometimes names in the previous classes are combined 
and names of this kind form a separate class. An illustra- 
tion of a name of this kind is that of The First Wisconsin 
National Bank of Milwaukee, Wisconsin, which obviously 
combines the order of organization and the state in the 
distinctive name. 

Words which fall in the eighth class, names associated 
with the Government, have been used very extensively, 
and as will be pointed out below, have been subject to a 
great deal of regulation. Use of these words is evidence 
of attempts to capitalize upon the safety and protection 
suggested by them. Several words which are especially 
possessed with ability to connote a feeling of security to 
the depositing public are national, federal, reserve, United 
States, and similar words. Several phrases similar to 
these words have also been associated with bank names and 
bank advertising, including phrases such as “government 
protection” and “government supervision.” 

Names which are included within the last classification 
obtain their identifying characteristics from monetary units, 
and form names such as Dime Bank and Trust Company, 
Dollar Bank, Five-Cent Bank, and so forth. 

Characteristics of Names.—The great variety of names 
described above permits the derivation of common char- 
acteristics which bank names should possess even though 
many names at the present time are unfortunately deficient 
in these respects. In the first place, the name of a finan- 
cial institution should indicate distinctly the general nature 
of the services rendered by the particular organization. 
In the second place, bank names are required to show the 
jurisdiction under which the institutions are organized, 
as a result of the requirement that banks organized under 
Federal law include the word “national” or letters 
“N.B.A.” in the title. In the third place, a bank name 
should be distinctive in order to capitalize upon the tradi- 
tion and prestige which develop around a name and are 
customarily associated with it. Furthermore, a distinctive 
name prevents confusion with the names of other institu- 
tions. The name of a financial institution which is not able 
to display these characteristics should, generally speaking, 
be dispensed with in preference to some other name. In 
addition to these characteristics, bank names should also 
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possess certain characteristics which because of their ob- 
viousness are frequently neglected or avoided. In the 
first place, a bank name should be no longer than neces- 
sary in order to enjoy the advantages which accrue from 
short, simple names. In the second place, a name should 
be easily pronounced. Many institutions derive their names 
from Indian characters or Indian streams and are es- 
pecially difficult to pronounce. Ease of pronunciation 
is usually accompanied by ease of spelling, which is of 
distinct advantage in a bank name. In the third place, a 
bank name should be readily simplified because sooner or 
later it is likely to be abbreviated or shortened, and the 
simpler the name the more readily it lends itself to clear 
abbreviation. In the fourth place, a name which lends 
itself to illustration is of special value. For instance, the 
National Shawmut Bank of Boston is commonly associated 
with the bust of an Indian, and numerous additional in- 
stances might be cited. Appropriate illustration of a name 
is undoubtedly of distinct value to a financial organization, 
for such illustrations soon acquire great significance. 


‘Consolidated Names.—The many bank mergers of the 


last few years, including investment houses, have led to the 
development of a great many names possessing three, five, 
eight or more words. It has frequently been attempted 
in such consolidations to retain a portion of the name of 
each of the organizations entering into the consolidation. 
Undoubtedly, this is an unsound practice for sooner or 
later one of the names will become predominant and the 
others will be dropped for most practical purposes. It is 
much better practice in such consolidations to adopt the 
name of one of the organizations or an entirely new name 
which does not give rise to these difficulties. 


Necessity for Regulation.~—The great variety of names 
which may be used by financial institutions and the at- 
tempts of impostors to capitalize upon these names has led 
to the development of a substantial body of regulations. 
It has been especially necessary to regulate words asso- 
ciated with the Government and used in bank names and in 
bank advertising. 


‘This summary of regulation of bank names appeared in slightly altered 
form in THe Banxers MaGazine, Vol. CXXIII, September, 1931, pp. 317-321. 
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The closing of the doors of the Bank of the United 
States on December 11, 1930, outstandingly illustrates the 
potentialities possessed by a bank’s name and the necessity 
for the stringent regulations now imposed upon them. This 
bank had sixty New York City offices and deposits of 
approximately $160,000,000 belonging to 400,000 depositors 

a gigantic failure—but it probably ‘aused greater con- 
cern than would have been the case in the failure of a bank 
of similar size but bearing a different name. Many people 
are totally unacquainted with the organization of the 
American banking system and danger lurked in the in- 
terpretations which such persons might have given to the 
name in the past and might give to the announcement of 
the unpleasant news. With the world in the throes of a 
terrific business depression, danger of misinterpretation of 
the bank’s name _ possessed particular gravity in those 
countries which have central banks bearing the name of 
the country, such as the Bank of France and the Bank of 
England. With this in mind, Representative McFadden, 
chairman of the House Committee on Banking and Cur- 
rency, issued a statement immediately after announcement 
of the failure, making it, according to the New York 
Times, “perfectly clear and definite that the Bank of the 
United States is in no wise connected with the United 
States Government.”” Newspapers throughout the coun- 
try and press dispatches to the rest of the world after the 
crash stressed the lack of connection between the Bank of 
the United States and the Federal Government and com- 
mented, consolingly and almost jubilantly, that laws passed 
since the organization of that bank in 1913 now prevent 
the use of such a name by financial establishments. 

These statements of Mr. McFadden made at the time 
may be attributed to an attempt to allay world-wide fears 
that the chief financial institution of the United States 
had collapsed, but they failed to dispose of discussion 
surrounding the implications resulting from this use of the 
words “United States.” In February of the following 
year, the name of the Bank of the United States played 
a relatively important part in the trial which followed the 
closing of the bank. 


"New York Times, December 12, 1930, p. 4. 
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Sources of Regulation Legislators and banking offi- 
cials have appreciated the significance of bank names to 
the public ever since the passage of the National Banking 
Act in 1863. The realization of the significance of bank 
names and certain phrases in advertising has become greater 
in more recent years until restrictions concerning the names 
of banks and the uses which may be made of certain words 
mentioned above have emanated from four sources of con- 
trol. ‘These sources are: 


. The National Banking Act and Instructions of the Comptroller 
of the Currency. 
2. Special Acts of Congress. 
3. Rulings of the Federal Reserve Board. 
4, State laws. 


Many state banking laws restrict the uses of the words 
»* . 5, > . 
bank,” “savings bank,” and “trust company,” and impose 
various penalties for violations thereof. In view of the 
heterogeneity of the details of the state laws, they are 
° ai is > e e ° ry e ‘2 
arbitrarily excluded from this discussion, but this informa- 
tion is obtainable in copies of the laws published by the 


several state banking departments or banking associations. 
It may be said, however, that the states do not go nearly 
so far, with one or two exceptions cited below, in the regu- 
lation of the use of names, as do the National Banking Act 
and the rulings of the Federal Reserve Board. One reason 
which may account for this is the fact that the opportunity 
to capitalize upon names is not nearly so great in state 
banking as it is in national banking. 


National Bank Act Restrictions—The National Bank 
Act, as amended June 10, 1864, provided that persons de- 
siring to form a national banking association should “make 
an organization certificate,” this certificate to state among 
other things “the name assumed by such associations; which 
name shall be subject to the approval of the Comptroller 
of the Currency.”® ‘The Comptrollers of the Currency 
have from time to time issued “Instructions Relative to the 
Organization and Powers of National Banks” in some of 
which they have stated that the names proposed should 


*Federal Reserve Board, Digest of the Rulings of, 1914-1927, p. 302. Act 
June 3, 1864, Chapter CVI, Sec. 6; Stat. L. 101. 
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contain the word “National” or be followed by the letters 
“N.B.A.” (National Banking Association). The Comp- 
troller, in the “Instructions” for 1928, merely said that “the 
title of the bank should include the word ‘National.’” (The 
Comptroller further pointed out that “the law does not 
permit use of the words ‘Federal,’ ‘United States,’ or ‘Re- 
serve’ as part of the title,” as explained below.) ‘ 


Special Acts of Congress.—The National Banking Act 
and the instructions of the Comptrollers of the Currency 
provide for those things which the names of national banks 
should include, but fail to specify those uses of the word 
“national” which are contrary to the spirit of the Act and 
instructions of the Comptrollers. A bill was enacted as 
early as 1873 which prohibits “from using the word ‘na- 
tional’ as a portion of the name or title’*® all banks not 
organized under the National Banking Act, “except sav- 
ings banks” duly authorized by Congress to use the word. 
The Act of 1873 further provides a penalty of fifty dollars 
“for each day during which” any violation should be “com- 
mitted or repeated” after September 3, 1873. Incidentally, 
the constitutionality of this Act has never been questioned. 

In order to change the name or location of a national 
bank, it was at first necessary for a bill to pass through 
Congress, but this very early proved burdensome because 
of the relatively large number of changes proposed. Con- 
gress enacted a measure in 1886 giving to the Comptroller 
of the Currency jurisdiction over changes of name and 
changes of location “to any other place within the same 
State, not more than thirty miles distant.”® 


Federal Reserve System—The establishment of the 
Federal Reserve System brought enhanced prestige to the 
American banking structure and gave new connotations to 
the words “Federal” and “Reserve.” Passage of the Fed- 
eral Farm Loan Act in 1916 contributed additional sig- 
nificance to the word “Federal.” Consequently, it is not 
surprising that numerous instances arose almost imme- 


diately in which unscrupulous persons sought to convey 


Tbid., p. 391. 

SIbid., p. 385, Act March 3, 1873, Chapter CCLXIX, Sec. 3; 17 Stat. L. 
603. 

Tbid., p. 310, Act May 1, 1886, Chapter LXXIII, Sec. 2; 24 Stat. L. 18. 
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false impressions, and also, in which conscientious persons 
used the words in such manners that unintentional decep- 
tion could scarcely fail to ensue. 

Early in February, 1916, in answer to a query concern- 
ing the use of “Federal State Bank” as a title, the Fed- 
eral Reserve Board said that it was then “considering the 
desirability of asking Congress’’’’ to legislate on the mat- 
ter. A few months later, April 7, Representative Carter 
Glass, chairman of the House Committee on Banking and 
Currency and later Secretary of the Treasury, introduced 
a bill recommended"’ by the Federal Reserve Board, “to 
limit the use of the words ‘Federal’ and ‘Reserve.’ ” '* This 
appears to have been the first recorded attempt to deal 
specifically with the improper use of those words. The 
bill was referred to the House Committee on Banking 
and Currency from which nothing was heard concerning 
it. 


A Second Attempt.—The Federal Reserve Board, in a 
letter to a Federal Reserve Bank concerning this subject, 
July 21, 1917, said, “But for the fact that it had been 
agreed to ask for no legislation during the present session 
of Congress except what was essentially war legislation, it 
is probable that the prohibition of the use of the word 
‘Federal’ by all banks except Federal Reserve banks would 
have been included in the recent amendments to the Fed- 
eral Reserve Act.”'* Continuing, the Board prognosti- 
cated that a request for such legislation would probably be 
made of the next regular winter session of Congress, but 
this prophecy failed to materialize. 


Two Years Later—On January 19, 1926, bills bear- 
ing the same title as that which had failed of enactment in 
1924 were introduced in the Senate’ and in the House of 
Representatives,’” sitting as the Sixty-Ninth Congress. In 

“Senate Reports, Sixty-Ninth Congress, Ist Session, Vol. II, No. 514, p. 3. 

“Federal Reserve Bulletin, Vol. Il, August 1, 1916, p. 373. 


“Congressional Record, Vol. LIU, Part 6, April 7, 1916, p. 5695; Sixty- 
Fourth Congress, Ist Session, H. R. 14339. 


“Federal Reserve Bulletin, Vol. III, August 1, 1917, p. 615. 


“Congressional Record, Vol. LXVII, Part 3, January 19, 1926, p. 2345; 
Sixty-Ninth Congress, Ist Session, S. 2606. 


“[bid., p. 2404, H. R. 7972. 
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each chamber the bill was referred to the Committee on 
Banking and Currency. 

On March 31, the Senate Committee issued a report'® 
in which it expressed the opinion that “the bill ought to 
pass." The report contained a letter’’ from D. R. Cris- 
singer, governor of the Federal Reserve Board, who ren- 
dered almost verbatim the complaint contained in the 1925 
report of the Federal Reserve Board, and expressed a be- 
lief that the above-mentioned Act of 1873 established a 
precedent for the passage of the bill. Mr. Crissinger also 
mentioned that the Federal ‘Trade Commission, as a source 
of relief for complainants, had no jurisdiction over banks, 
and cited “a few of the many instances” involving practices 
which the bill proposed to declare unlawful.’® 

The instances described in the Senate report demon- 
strate the deception liable to result from misuses of the 
words involved. In some of these cases the interested in- 
dividuals desired to further their own interests only so long 
as compatible with law and Federal Reserve policy. On 
the other hand, suspicion hangs over a few of the cases in 
which exploitation of a benign public looms as the sole 
motive in the adoption of the name. These cases clearly 
indicate the need of legislation such as that proposed in 
the bill then before Congress. 


The Law of 1926 —The bill to which the above report 
referred was passed by Congress and became a law May 24, 
1926, when it was approved and signed by the President. 
Summarily, the Act*® provides: 


First.?! that na business concern not organized under the Federal 
Farm Loan Act of July 17, 1916, shall (a) “Advertise or represent 
that it makes Federal farm loans’; (b) offer for sale as Federal farm 
loan bonds any bond “not properly issued as such’; and (c) should 
“make use of the word ‘Federal’ or the words ‘United States’ or any 
other word or words implying government ownership, obligation, or 
supervision in advertising or offering for sale” any securities “not is- 
sued by the Government” or under some act of Congress. 





*Senate Reports, Sixty-Ninth Congress, Ist Session, Vol. II, No. 514. 

“Ibid., p. 1. 

*Tbid., pp. 1-2. 

*Cf. Ibid., pp. 3-4. 

*U. 8S. Code of Laws, Vol. XCIV, Part 1, Title 12, Chapter V, Secs. 584, 
585, 586, 587 and 588, pp. 1923-1924. 

*Tbid., Sec. 584, p. 1923. 
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Second,”* no financial organization, including insurance, factorage, 
and indemnity concerns, “shall use the words ‘Federal,’ ‘United States,’ 
or the word ‘Reserve’ or any combinations of such words” with certain 
exceptions, of course, such as the Federal Reserve Board, the Federal 
Farm Loan Board, et cetera, and organizations “actually engaged in 
business under such name or title prior to the passage” of the Act. 
(Obviously, the Bank of the United States was not deprived of the 
use of its name under this provision.) 

Third,** no banking organization which is not a member of the 
Federal Reserve System shall advertise in any way that it is such 
member or use any sign or symbol to convey such impression. 

Fourth,** any organization violating the Act becomes guilty of a 
misdemeanor and subject to a fine not exceeding one thousand dollars, 
and any person, or any officer of an organization, violating the Act or 
acquiescing to any violation becomes guilty of a misdemeanor and 
liable “to a fine of not exceeding one thousand dollars or imprison- 
ment not exceeding one year, or both.” Violations of the Act “may 
be enjoined by the United States district court having jurisdiction, at 
the instance of any United States district attorney, any federal land 
bank, joint-stock land bank, Federal Reserve bank, or the Federal 
Farm Loan Board or the Federal Reserve Board.” 

Fifth,?° any portion of the Act adjudged illegal by any court 
of competent jurisdiction shall not affect the remainder of the Act. 


Federal Reserve Rulings—FEfforts of member banks 
and especially non-member banks to capitalize upon all 
relationships with the Federal Reserve System, no matter 
how detailed or how far removed, in order to obtain prestige 
accruing from membership and such relationships have 
‘saused the Federal Reserve Board considerable difficulty. 
The Board has issued a number of letters, informal rul- 
ings, and formal rulings defining from time to time the 
sphere within which it is proper for banks to use certain 
words in advertising. Perusal of these statements leads to 
discernment of several clearly defined principles established 
by the Board, despite some vacillation during the develop- 
ment of the system and the process of formulation of policy. 
For sake of brevity, these principles are summarily stated 
below: 


a. A member bank of the Federal Reserve System, “may properly 
advertise the fact of its membership and the nature of the advantages 
which it actually enjoys as a result of that membership” so long as 
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such advertising is not “calculated to mislead the public or which may 
unintentionally have that effect.”7° 

b. The Board, in a summary of its attitude toward advertising 
rendered in 1923, reiterated its earlier disapprovals of advertisements 
containing “‘the statement that member banks are ‘under Federal con- 
trol, that their business is ‘carried on under personal supervision of 
State and national authorities, and that ‘our membership in the 
Federal reserve system means guaranteed safety.’ ’’°° 

ce. The Board objects to signs in windows and printing on letter- 
heads reading “Deposits have government protection,” or “This bank 
has Government protection.” In stating its objection, the Board 
suggested instead “that a sign reading “Membership of the Federal 
Reserve System’ offers depositors all the protection and facilities offered 
by membership.”** 

d. The Board in 1917, with a note of reluctance in the letter, 
approved’* the use of the phrase “Clearing member of the Federal 
Reserve Bank”’ by non-member banks. This approval was retracted?® 
the following year and the Board recommended instead the words 
“exchange and collection agent of the Federal Reserve Bank.” <A 
short time later, the expressions, “Non-member depositor of the Fed- 
eral Reserve Bank, through which checks on this bank are collectible,” 
was recommended in preference to the phrase which had been earlier 
recommended.*” 

e. A ruling of the Board rendered in 1920 held that a state 
member bank “may properly advertise that it is subject to Government 
or Federal supervision but, in so far as the phrase ‘Government pro- 
tection’ implies more than supervision, the Board believes that that 
phrase is inapt and not justified by the terms of the law.’*! In the 
1923 summary of its attitude toward advertising, the Board reversed its 
position on this point disapproving advertisements by State banks to 
supervision, or supervision of the Federal or United States Govern- 
ment.’°" Advertisements to the effect that State bank “membership 
in the Federal reserve system gives ‘double security’ or ‘double pro- 
tection’ are misleading” as is also the case with such advertisements 
of national banks. Advertisements of a state member bank should 
not use “the word ‘national’ to describe the supervision to which it is 
subjected by reason of its membership in the Federal reserve system.’’** 
the effect “that they are subject to or under Government or Federal 

f. An opinion of counsel rendered in 1915 to the Federal Re- 
serve Board held that “national banks should not be permitted to 
advertise themselves as ‘savings banks,’ ’’?? but in view of the fact that 
they are allowed to receive savings deposits, “the right to advertise 

“Federal Reserve Bulletin, Vol. IX, March, 1923, p. 301. 

“Federal Reserve Bulletin, Vol. 1, November, 1915, p. 362. 

“Federal Reserve Bulletin, Vol. III, October, 1917, p. 879. 

“Federal Reserve Bulletin, Vol. 1V, November, 1918, p. 1120. 

“Tbid., p. 1226. 

“Federal Reserve Bulletin, Vol. VI, January, 1920, p. 65. 

“Federal Reserve Bulletin, Vol. 1X, March, 1923, p. 301. 
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for such accounts would seem to be a necessary incident to its exer- 
sce. ?88 
cise. 


g. A national bank which has received permission from the Fed- 
eral Reserve Board to exercise trust powers may, with permission of 
the Comptroller of the Currency, “use the words ‘trust company,’ as 
a part of its corporate name, ... and to advertise that it is engaged 
in the business of a trust company.’’4 This right was challenged, 
but sustained in 1920 in the United States District Court for the 
Western Division of the Western District of Missouri. 

h. A mortgage corporation advertised in 1929 that “ “Representa- 
tives of the Comptroller of the Currency, the very people who issue 
national bank notes, make regular periodical examinations of the trust 
which secures . . . Mortgage Corporation bonds.’ ’’?° 

The inference, of course, was that the quality of the mortgages 
pledged with the trustee received examination instead of the trust 
company as a business. Therefore, this statement of the advertise- 
ment was held by the Federal Reserve Board “to be misleading” and 
intervention of the Department of Justice terminated the case. 


Significance of Regulation.—The preceding discussion 
shows that Federal laws and Federal Reserve Board rul- 
ings definitely establish the policy to be followed by banks 
in the use of certain words in bank names and in advertis- 
ing. Severe penalties have been established for violation 
of the law pertaining to these topics. The primary pur- 
poses in enacting these laws and propounding these prin- 
ciples have been to prevent deception of a relatively un- 
informed public and thereby to enhance the prestige of the 
banking system. 

Without doubt, these laws and principles currently 
suffer violations, intentional and unintentional. Bankers 
who find themselves innocently violating them may readily 
enhance the efficacy of the principles by altering their 
practices and may also bring the attention of fellow-bankers 
to equally innocent violations. Wilful violations should 
be brought to the attention of the Federal Reserve agent 
of the particular district or of a United States district at- 
torney. Co-operation of bankers in this as in other matters 
will soon reduce the number of violations and greatly en- 
hance the advertising value of membership in the Federal 
Reserve System. 


“Federal Reserve Bulletin, Vol. 1, May, 1915, pp. 18-20. 
“Federal Reserve Bulletin, Vol. VI, May 1920, p. 497. 
*Mederal Reserve Bulletin, Vol. XV, September, 1929, p. 638. 
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Kstablishment of the above-mentioned laws and _prin- 
ciples may be regarded by some bankers as evidence of an 
avowed purpose of Congress and the Federal Reserve 
Board to suppress bank advertising, but this is decidedly 
not the case. On the other hand, these officials are quite 
willing that banks advertise, but impose these restrictions 
in order that advertising may be truthful rather than mis- 
leading. Just as these laws and principles seek to prevent 
deception of the public, so they are designed to expedite 
utilization of the numerous opportunities to advertise which 
are available to national banks because of national bank 
charters and to national and state member banks because 
of membership in the Federal Reserve System. 


Strict State Regulation—The regulations imposed in 
some states upon bank advertising are especially stringent 
and particularly those which apply to savings banks. The 
law of New Hampshire is illustrative of the extreme to 
which this regulation is sometimes carried, and this may be 
demonstrated by citing the 1931 laws of New Hampshire 
pertaining to savings banks, as follows:*° 


Advertising.—No such corporation, person, partnership or associa- 
tion shall make use of or circulate any written or printed paper what- 
ever, having thereon any name, or other word or words, indicating 
that such business is that of a savings bank. 


Regulations of this kind are designed to protect the 
banking business, but the restriction of the activities of 
banks, especially savings banks, to this extent prevents 
them from rendering the service to the public which would 
otherwise be the case. 


Security Merchandising.—Names play a very important 
part in security merchandising as well as in the merchandis- 
ing of commercial banks, savings banks and trust com- 
panies. Practically no restrictions have been placed upon 
the use of names by investment houses and by brokers, and 
consequently great latitude is possible in their use. It is 
very common for investment bankers and brokers to feature 


*Bank Commissioner, Abstract of the Laws of New Hampshire Relating 
to Savings Banks, Trust Companies, Building and Loan Associations, and State 
Banks, 1931, pp. 19-20. 
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the name in the advertising to a much greater extent than 
other financial institutions. An outstanding illustration is 
found in the advertisements of Calvin Bullock, which firm 
practically restricts its advertising copy to the name, Calvin 
Bullock. 

Names are also important in security merchandising in 
designating particular issues. It is a common practice 
among distributors to attempt to make the name of the 
issue very attractive in order to increase and to expedite 
sales. This practice frequently takes the form of including 
a very small portion of a first lien with junior liens in 
order that the issue may be designated partly as a first 
mortgage. ‘This practice has been carried to such an ex- 
treme that investors can do nothing other than to analyze 
the description of the security in order to determine the 
terms of its lien. Investment bankers might very ad- 
vantageously follow a more conservative practice in this 
regard than has been the case in the past. 


SLOGANS AND SYMBOLS 


Introduction.—Another element of financial merchandis- 
ing is that which associates slogans and symbols with the 
name of particular institutions. A slogan is a group of 
words which is generally a brief epitome of an outstanding 
feature or characteristic of the particular organization. <A 
symbol is some token which identifies the bank or institution 
by portraying certain principles which identify the par- 
ticular institution. Some organizations have paid little or 
no attention to the use of slogans or symbols, whereas 
others have developed slogans and symbols which are worth 
many thousands of dollars in the creation and maintenance 
of good-will. These may be treated together because of 
the similarity of their characteristics. 


Characteristics —Slogans and symbols should possess 
certain characteristics in order to attain effectively the de- 
sired end. In the first place, slogans and symbols should 
be distinctive. Many institutions have chosen slogans of 
a general nature such as “The Friendly Bank,” and similar 
rague phrases; symbols have likewise been chosen without 
giving heed to distinctiveness. In the second place, slogans 
should be brief, and symbols should be relatively small. 
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Four or five words should generally suffice in the develop- 
ment of a slogan, and in a symbol, the size in which it is 
reproduced should vary with the layout of the particular 
advertisement. In the third place, slogans and symbols 
should not be easy to duplicate. This characteristic is some- 
what related to the first of those mentioned, but at the same 
time slogans and symbols might be distinctive but easily 
duplicated. In other words, in addition to being distinctive, 
the slogans and symbols should possess individuality. In 
the fourth place, slogans and symbols should embody 
characteristics which particularly identify and distinguish 
the institution. This characteristic is aptly expressed by 
saying that “. . . it is an idea within a phrase which makes 
a slogan, not quotation marks around it,”*’ and the same 
principle is true of symbols. Finally, slogans and symbols 
should be closely related and should be different methods 
of expressing the same idea. 


The Value of Slogans and Symbols.—The value of 
slogans and symbols may be briefly demonstrated by citing 
a few instances. Bankers Trust Company of New York 
City is known probably the world over because of the cut 
of its tower which it has used, accompanied by the words, 
“A Tower of Strength.” Mention has been made above 
of the Indian used by the National Shawmut Bank. Chase 
National Bank uses a symbol which contains a cut of 
Salmon P. Chase after whom the bank was named. The 
value of slogans and symbols may be further demonstrated 
by citation of one or two instances outside of the field of 
banking. ‘The John Hancock Insurance Company has used 
the signature, “John Hancock,” in all of its advertising and 
on its letterheads. Advertisements of the Prudential Insur- 
ance Company of America have likewise been characterized 
by a cut of the Rock of Gibraltar and the slogan “Strong 
as the Rock of Gibraltar.” Continental Insurance Com- 
pany has used as its symbol a Continental soldier and the 
slogan of this company and associated companies has been 

“America Fore.” Additional illustrations are unnecessary 
to point out the significance which becomes attached to 
slogans and symbols. 


*Kleppner, op. cit., p. 114. 
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Summary.—The few instances cited above demonstrate 
the value, significance and attributes of slogans and sym- 
bols for financial institutions. Slogans have been used by 
investment houses with much less frequency than by banks 
and trust companies, but this fact does not detract from 
their value to the latter institutions. Executives of most, 
if not all, financial institutions should devise a slogan and 
a symbol which will characterize that institution in its mer- 
chandising, for such devices will likely be of great value 
throughout a long period of years. 


BUILDINGS 


Introduction.—Bankers have evidenced a pronounced 
tendency to construct very elaborate buildings in the belief 
that this was of sales value to the bank. The mere word, 
bank, connotes a concept of affluence, and it has been be- 
lieved that a pretentious bank building conveyed a concept 
of strength. Concepts of strength in turn develop con- 
fidence, and following this line of reasoning, bankers have 
proceeded to construct expensive structures. In many 
communities where two or more banks compete for business, 
the construction of buildings before the depression of 1930 
resolved itself almost entirely into a race of ostentatious 
display. Numerous instances have been found in which 
a bank in a particular community remodeled its building 
and within a short period of time one or more competitors 
followed the same procedure. This has tended to commit 
capital funds of the institution to real estate for a special- 
ized purpose and has produced a very non-liquid invest- 
ment. Unfortunately, many bank buildings have been con- 
structed not for utilitarian purposes and not upon sound 
economic bases, but primarily for purposes of display. 


Utility of a Building.—Attention has been called 
throughout this investigation to the fact that banking is a 
business conducted essentially for profits for stockholders 
in the case of stock institutions, and income for participants 
in the case of mutual organizations. Most business houses 
seek to conduct their business at lowest cost and for this 
reason refrain from making large expenditures on build- 
ing and equipment unless there is a direct relationship 
between such expenditures and the service rendered by the 
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objects which they purchase. Beauty is recognized as a 
desirable attribute, but costs of decoration and beauty are 
generally reconciled with utility. Im some instances an 
old and well-established firm, or a firm which has made 
huge profits rapidly, is likely to emphasize the decorative 
aspects of its abode, but this is not a common practice. It 
has become almost a convention in planning bank buildings 
to emphasize decoration and many of the younger banking 
organizations have more elaborate structures than the 
older. ‘There is no more reason why a bank should make 
enormous expenditures on decoration and colossal structures 
than other businesses should. The first essential of a 
banking building should be comfortable and convenient 
utility, modestly decorated. If, in the course of years, an 
institution feels that it may spend money on elaboration, 
then there may be some warrant for doing so after sub- 
stantial reserves and a large surplus have been created. 


The Cost of Space-—One very common characteristic 
of bank structures is a high ceiling which frequently ex- 
tends past the second story level. This space in many 
cities might be used profitably for office space and would 
provide a source of revenue probably much greater than 
the income derived from the mere fact that the banking 
room has a high ceiling, luxuriously adorned. Examination 
of buildings used by many other businesses, especially in 
the high-rent districts, frequently reveals conservative use 
of space, whereas, banks have been most heedless in con- 
serving space. There seems to be little justification for 
banks taking an attitude of this kind, for it is inconsonant 
with the standards of efficiency and economy which should 
be exacted of customers. 


Non-liquid Investment.—One of the strongest com- 
mentaries upon the unsoundness of expensive buildings for 
banks, especially small banks, was the condition prevailing 
throughout the country after the many bank failures from 
1929 to 1932 in which numerous bank buildings were aban- 
doned and could not readily be put to other use without 
expensive alterations. In the process of liquidation, many 
bank buildings carried on the beoks at large figures con- 
stituted nothing other than a tightly frozen asset because 
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the construction of the building was of such type that no 
market could readily be found for it. This result of heed- 
less bank building construction should certainly educate 
bankers to the fact that greater conservatism and prac- 
ticability in the construction of bank buildings would be 
highly desirable. 


Psychological Effects Bankers have proceeded to con- 
struct buildings on the assumption that an atmosphere of 
wealth was alluring to all of their customers. Many of 
them have overlooked the fact that even though buildings 
of this type might appeal to a few of their customers, or 
even many of them, there also is the danger and probability 
that some, if not many, of the customers may be deterred 
from doing business with the institution because of its 
wealthy appearance. This condition has been aptly stated 
by an officer of a large mid-West trust company, as fol- 
lows :** 


. .. I have since been a sadder and wiser man because when I 
survey the bank buildings of my knowledge over the country I realize 
we have made the general error of building up the feeling of security 
through our monumental triumphs at the obvious expense of putting 
fear in the heart of the honest, and not always so effectively in that 
of the knave: That means sales resistance for you and for me. 


Regulation.—This problem of enormous expenditures 
for bank buildings has been of pressing importance for a 
number of years. As early as 1916*° the Comptroller of 
the Currency in his annual report requested a limitation 
upon the amount of money which could be spent in the 
construction of bank buildings. In this report the Comp- 
troller said: 


The records of this office show various instances where banks have 
been brought to grief and where their creditors have sustained serious 
losses because of the tying up of an excessive proportion of their 
resources in elaborate, ostentatious and unnecessary bank buildings. 


The Comptroller at this time recommended that the 
National Banking Act be amended so that no bank should 


*Herrick, Tracy E., How to Interest Those Active in Business Life in the 
Services of the Personal Trust Department, Financial Advertisers Association, 
Proceedings, 1929, pp. 337-347, pp. 339-340. 

*Comptrolier of the Currency, Annual Report, 1916, pp. 19-20. 





THE BANKERS MAGAZINE 


be permitted “to tie up by investment in an office or bank 
building an amount in excess of the paid-in capital of the 
bank.” ‘The Comptroller also suggested that such restric- 
tion be placed upon institutions doing business in the Dis- 
trict of Columbia, and that “further limitation based on 
total resources would also be wise.” Despite this recom- 
mendation no limitation has been imposed and _ national 
banks may now purchase and hold real estate “Such as 
shall be necessary for its accommodation in the transaction 
of its business.’*® It is of interest to note that a limitation 
was placed upon the expenditures which may be made by 
Federal Reserve banks for the purpose of constructing 
branch bank buildings. 'The Federal Reserve Act contains 
the following provision :** 


No Federal reserve bank shall have authority hereafter to enter 
into any contract or contracts for the erection of any branch bank 
building of any kind or character, or to authorize the erection of any 
such building, if the cost of the building proper, exclusive of the cost 
of the vaults, permanent equipment, furnishing and fixtures, is in 
excess of $250,000: Provided: That nothing herein shall apply to any 
building under construction prior to June 3, 1922. 


Limitations have also been imposed by a few of the 
states on the amount of money which may be expended by 
banks operative under the jurisdiction of the particular 
state. For example, in Vermont 


Six per cent. of the deposits of a bank may be invested in the 
purchase of a suitable building for the convenient transaction of its 
business, or a site therefor and the erection or repairs of a building 
thereon, from portions of which not required for its use a revenue 
may be derived.*” 


This exposition indicates the extent to which this fetish 
of bank buildings has been carried. The regulations already 
imposed have been steps in a desirable direction, and the 
only defect in these regulations would seem to be that the 
limitations thus far imposed have not been of sufficient 
stringency. If bankers are not able to comprehend the 


“Federal Reserve Board, Digest of Rulings of, 1914-1927, p. 311. Act 
February 25, 1927, Sec. 3. (Amendment). 

“Tbid., p. 220. Federal Reserve Act, Section 10. 

“Amendments to General Laws of the State of Vermont Relating to Bank- 
ing, Enacted by the General Assembly, 1931, Act No. 106. 
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dangers and weaknesses which are found in enormous ex- 
penditures for bank buildings, state legislatures and Con- 
gress should in all likelihood sooner or later impose regula- 
tions which will remove or at least minimize these unsound 
practices. 


Desired Characteristics.—The criticisms directed against 
bank buildings may be stated affirmatively by summarizing 
the desirable characteristics which bank buildings should 
possess. In the first place, they should be designed essen- 
tially for business purposes with special attention being 
given to the usefulness of the structure. In the second 
place, a bank building should not consume a larger portion 
of the resources of the bank than necessary, even though 
the bank does possess a large capital and surplus. In the 
third place, the building should be designed in order to 
produce as much additional revenue as possible from rentals. 
In the fourth place, as pointed out below, special attention 
should be given to construction of windows for display 
purposes. In the fifth place, decorations should be rich, 
but not lavish; a well decorated bank building enhances 
any community, but one which is lavish in display becomes 
an annoyance. In the sixth place, attention should be paid 
during planning and construction in order to provide many 
details frequently ignored. 'The bank should be light and 
airy; it should be readily accessible from the level of the 
street without ascending steps; as many entrances as pos- 
sible save time for customers and reduce commotion within 
the building. Devotion of more thought to usefulness of 
bank structures would undoubtedly obviate many of the 
criticisms now made against them. 


Summary.—The buildings of financial institutions and 
especially banks have been constructed in very careless 
fashion in years gone by. A new appreciation of the sig- 
nificance of the buildings of these institutions for merchan- 
dising purposes and the realization of the extent to which 
large expenditures made on such buildings become tightly 
frozen will likely lead to greater consideration in the future 
construction of these buildings. 





THE BANKERS MAGAZINE 


WINDOW DISPLAYS 


Introduction—Window displays constitute a very im- 
portant phase of the merchandising of many commodities, 
but only in recent years have they come to be of significance 
in financial merchandising. In 1914, in so far as investi- 
gators have been able to determine, no bank was using its 
windows for display purposes. The Guaranty Trust and 
Savings Bank of Los Angeles, California, now a branch 
of the Security Trust and Savings Bank of the same city, 
in that year pioneered in the use of window display and 
since then hundreds, if not thousands, of banks throughout 
the country have adopted this practice.” 

Other banks which pioneered at approximately the same 
time were the National City Bank of New York and the 
United States National Bank of Denver, Colorado.** The 
fact that the use of window displays developed more or 
less simultaneously in various sections of the country is a 
striking commentary on the value of bank windows for 
purposes of display. 


Window Development.—Window display, as a con- 
stituent of financial merchandising, has developed very 
slowly for several reasons. Its development has been 
seriously hampered, in the first place, by that same fetish 
which has hampered all financial merchandising, dignity. 
Many bank executives acquiesced to toleration of news- 
paper advertising, but would not extend their toleration 
to include window displays. These individuals contended 
that the use of window displays placed the business of 
banking on the same level as commercial houses. In the 
second place, bankers have failed to appreciate the values 
of the locations which they possess. Financial houses usually 
occupy some of the best locations in a given city, and for 
that reason, their windows are of special value. However, 
this fact was for many years overlooked by bank executives. 
In the third place, many bankers who have come to the 
appreciation of the value of windows for purposes of dis- 
play have been unable to take advantage of this form of 


“Frost, E. S., “Policy —The Word for Windows, Burroughs Clearing House, 
Vol. XII, November, 1927, pp. 19-20. 

“Chase, M. E., Productive Bank Window Displays, Bankers Magazine, Vol. 
CXIX, December, 1929, pp. 959-967, p. 959. 
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merchandising because their buildings have been so con- 
structed that they have had no windows available. Several 
instances have been observed in which particular institu- 
tions with massive and foreboding fronts have no windows 
available for displays, and in each of these instances the 
directors now greatly regret that their buildings were not 
differently constructed. Inquiry was made in one instance 
why a bank which had recently reconstructed its front had 
not included display windows. The answer given was to 
the effect that the directors had suggested display windows, 
but the architect contended that they would destroy the 
symmetry of the building. Consequently, the directors 
acquiesced to the desires of the architect much to the dis- 
advantage of the institution which they managed. 


The Value of Windows.—The value of windows for 
purposes of display may be determined by any one of three 
methods. One method is to make inquiry of an advertising 
organization concerning the worth of windows. An execu- 
tive of a Loop bank in Chicago several years ago had men 
count the number of people who passed his bank from six 
o'clock in the morning to six o’clock in the afternoon. On 
one street there was a circulation of 33,000 people, and on 
the other, of 28,000. This executive consulted an advertis- 
ing organization to determine how much these windows 
were worth to a national advertiser, and he was advised 
that national advertisers would be willing to pay three 
hundred dollars per month per window.*’ A second method 
which may be followed in determining the value of bank 
windows is merely to count the number of people who pass 
by during a limited period of time. This gives a rough 
indication of the possibilities which may likely be inherent 
in window displays used at these places. The third method 
used is to experiment with window displays by using some, 
and then counting the people who stop to observe them. 
During the influenza epidemic in 1918, the Guaranty Trust 
and Savings Bank of Los Angeles, California, was using 
twelve window displays. ‘These displays attracted so much 
attention and people congregated in front of those windows 
to such an extent that the health department of that city 


“Questions on Banking, Financial Advertisers Association, Proceedings, 
1927, pp. 368-372, p. 369. 
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ordered the bank to remove its window displays in order 
to avoid spread of the epidemic.** The Mississippi Valley 
Trust Company of St. Louis is reputed to have used one 
window display which blocked the pavement in front of 
the bank because so many people stopped to observe it.’ 
A Baltimore bank in another instance permitted large con- 
cerns in that city to use its windows provided they men- 
tioned that they deposited in that bank. An electric com- 
pany exhibited a moving picture which covered about five 
minutes to tell the story. The display commenced about 
four in the afternoon and at eight in the evening the pres- 
sure of the crowd admiring the display was so great that 
the sheet of thick glass, ten feet by ten feet, gave way be- 
fore the pressure.** Bank executives who are not convinced 
of the merits of window display advertising might well 
conduct a few tests of this kind, and they would probably 
then find that their ideas would be greatly changed. 


Advantages.—Window display advertising naturally 
possesses several advantages which are of special value to 
financial merchandisers. In the first place, window display 
advertising is of special value to customers of the bank 
as they enter. The customer directly approaches those 
windows which are near the entrance of the bank, and the 
probability that he will observe the contents, if attractively 
prepared, is very great. In the second place, the window 
display makes it possible for the bank to convey a message 
to many individuals inaccessible with other media. Some 
individuals rarely read the newspapers, listen to the radio, 
and may not be on the mailing lists of the institution. Con- 
sequently, one of the best methods of reaching such persons 
is through outdoor advertising and window displays. In 
the third place, window display advertising is advantageous 
because at the time the prospect sees the display he is near 
the bank, and if the sales message is sufficiently forceful, 
he is likelv to enter and transact business or at least make 
inquiry. Other media do not have direct association with 
the prospect which is obtained through window display 

“Morehouse, W. R., Window Display Advertising, Bankers Magazine, Vol. 
XCIX, December, 1919, pp. 764-769, pp. 768-769. 

“Knapp, op. cit., p. 264. 


‘Ward, D. C. W., Jr., Confidence In At The Window, Burroughs Clearing 
House, Vol. X, August, 1926, p. 26. 
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advertising. ‘The fourth advantage of window display is 
the fact that it utilizes for a desirable purpose space which 
would otherwise go to waste, Fifthly, it is a form of mer- 
chandising which may be used by large and small financial 
institutions. Displays may be prepared at very low cost, 
but if an institution desires to spend money, there are 
practically no limits to which the preparation of window 
displays may be carried. Sixthly, attractive window dis- 
plays have a “repeat” value because if a display is suffi- 
ciently attractive to be allowed to remain for a few weeks, 
passers-by stop repeatedly to observe it; whereas, if a dis- 
play is changed more frequently, individuals will observe 
successive showings. If an institution develops a reputation 
for attractive window displays many persons soon come to 
anticipate the changes and accordingly look forward to 
observing the new displays. 


Disadvantages.—Several disadvantages adhere to win- 
dow display advertising. In the first place, to be most 
effective, windows must be properly proportioned and con- 
structed. This frequently necessitates a large financial 


outlay and many directorates refuse to make such expendi- 
tures, or else do so only with greatest reluctance. In the 
second place, preparation of several window displays re- 
quires a considerable amount of time and thus tends to 
become rather expensive, even though the cost of the ma- 
terial entering into the window displays may not be very 
great. In the third place, some institutions have found 
those persons in charge of the window displays encounter- 
ing difficulties in producing displays which consistently 
embody ideas of attractive and interesting natures. 

This enumeration of the advantages and disadvantages 
of window displays indicates that the balance leans heavily 
in favor of window displays, for the disadvantages men- 
tioned are not of special significance. In the first place, 
even though a window is not ideally constructed, that gives 
no justification for not making as much use of it as possible. 
In the second place, many institutions have found that their 
employes have suggested many attractive displays and 
thus very little time has been required in their preparation. 
Finally, the fact that many institutions have succeeded in 
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producing attractive displays demonstrates that this may be 
done consistently. 


Principles.—The principles which underlie the prepara- 
tion of window displays of financial institutions correspond 
greatly to the general principles which underlie financial 
merchandising. In the first place, each window display 
should appeal to a human want or need; in other words, the 
appeal to a buying motive must be just as strong in a 
window display, if it is to do its sales work effectively, as it 
must be in newspaper advertising. In the second place, 
window displays should be unified, that is, each display 
should develop one theme and all of its constituents must 
contribute to the development of that theme, or else the 
window becomes a collection of distractions and the sales 
message fails to strike the prospect forcefully. In the third 
place, action adds greatly to window displays whenever it 
is possible to include it. Moving objects have great atten- 
tion value, not only in attracting attention, but in holding 
attention. In the fourth place, meaningless ornamentations 
and embellishments should be avoided. A top-heavy and 
crowded window display may prove repulsive and produce 
ill-will among customers just as readily as a heavy news- 
paper advertisement or a radio program burdened with 
sales messages may produce ill-will. In the fifth place, the 
display should be kept fresh in appearance. If the window 
is allowed to stand for several days, dust and small bits of 
paper are liable to accumulate, thus detracting greatly from 
the force of the display. In the sixth place, window dis- 
plays should be changed frequently. It is suggested by 
some merchandisers that a display should be changed every 
two weeks, but no set rule can be established. A window 
display may be used just as long as it continues to attract 
attention effectively. Occasional displays might well be used 
for a month, whereas others might conceivably have to be 
changed weekly, and less effective displays daily. Only 
most general principles may be stated for window displays 
because, like other aspects of financial merchandising, value 
of such displays depends upon adaptation of fundamental 
principles to conditions prevailing at a given time. 


Ideas.—Successful window displays depend upon the 
merchandiser for design and execution. At the same time, 
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a number of ideas or themes of a general nature may be 
suggested here and merchandisers may develop displays 
around these suggestions. There are several themes which. 
are of outstanding importance for the window displays of | 
financial institutions, and include displays which move, 
money, miniatures of people, of houses, of industrial plants, 
and so forth*®. It is not always possible to use displays 
which would fall into one of these classifications, and many 
window displays have been based upon ideas such as the 
following: The bank or institution itself, newspapers, 
folders and booklets, conventions, fairs or shows, history 
and fiction, holidays, sports, distinguished visitors, timely 
events, and so forth. Other types of displays include old, 
rare, and counterfeit coins, processes of manufacture, rare 
objects, war relics, charts of saving and income, live dis- 
plays, trophies, and similar objects. 

The general suggestions made in the preceding para- 
graph may be illustrated by describing a few uses which 
might be made of these suggestions. Occasionally, indi- 
viduals of means go on hunting trips into various sections 
of the United States or foreign countries and bring back 
specimens which would attract a great deal of interest if 
placed in bank windows. <A tie-up may be developed 
between the bank using such displays and the institutions, 
if it can be pointed out that the individual purchased travel- 
lers’ checks or letters of credit from that bank. Most com- 
munities have one or more tournaments during the course 
of the year and the prizes to be awarded to the victors very 
frequently attract a great deal of attention in window dis- 
plays. The same is true of prizes awarded at agricultural 
exhibits. It often becomes difficult to obtain a tie-up be- 
tween the exhibit and the institution in such instances, but 
nevertheless these exhibits are of value. Additional exhibits 
may be prepared by outlining the procedure to be followed 
in executing a life insurance trust or other document. This 
is often accomplished by developing various stages of the 
process and then uniting them all together by means of 
ribbons or arrows which point to the completed act. Many 
banks have found it distinctly advantageous for both adver- 
tising purposes and for the development of good-will on the 





“Knapp op. cit., pp. 266-267. 
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part of their customers to permit the latter to make displays 
in the bank’s windows. 


Criticism of Displays——The mere fact that the objects 
and themes enumerated above constitute many window dis- 
plays does not necessarily make them effective. Many of 
these themes and objects, in the first place, have become 
most hackneyed as commonly used, and many of them have 
very little attention value and appeal. In the second place, 
many of them are not tied up by the merchandiser with the 
institution and the services offered for sale. Finally, no 
serious attempt is made to convey a sales message by means 
of many of the window displays which have been used. <A 
successful window must develop the psychological principles 
of merchandising just the same as advertising copy and 
sales talks must develop these principles. The display must 
attract the attention of people and proceed through the 
remaining steps of the merchandising process in order to 
convey effectively its message and to produce sales. 


Conveying the Sales Message——The objects used to 
attract attention can hardly be expected to serve a twofold 
purpose by attracting attention and conveying a sales 
message. If they attract attention and hold that attention 
for a while, they have satisfactorily executed their mission. 
They may contribute to the development of the sales 
message, but in all likelihood, the message itself must be 
developed by a poster or card with which the display is 
associated. ‘The poster which frequently carries the sales 
message constitutes an integral part of the window display, 
and should be very carefully prepared. It should be of 
color and proportions which harmonize with the rest of the 
display. It should be placed at an angle which does not 
conflict with other objects in the window. Finally, the art 
work should be of very high quality. The message con- 
tained on the card is merely another use of copy, and the 
same fundamental principles will be followed in the prep- 
aration of the text as the copy-writer follows in preparing 
his material for other media. 


Size and Properties.—The ideal window is about 
twenty-seven to thirty inches above the sidewalk level 
front height which brings it most easily within the range 
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of vision. The ideal depth is about twenty inches, which 
dimension permits the use of properties of substantial pro- 
portions, if desired. Windows of narrow widths such as 
six or eight inches may frequently readily be converted for 
display purposes through the use of extension shelves sup- 
ported with brackets or legs. Such shelves should have the 
corners cut off because they are of no use in the display; a 
rounded background is more pleasing than one with sharp 
corners and people moving within the banking room are 
likely to bump against sharp corners. A_ solid window 
background about twenty four inches high is most service- 
able. Such background serves as a frame for the display 
and very frequently makes the objects contained in the dis- 
play stand out with prominence. Furthermore, a_back- 
ground of this height cuts off very little, if any, light 
from the banking room.°° 

Attention should again be called to the fact that these 
suggestions are for “ideal” windows and even though the 
windows of a financial institution do not conform to these 
proportions, they might still render desirable results. 


Ewpenses.—Very little of an exact nature may be said 
concerning the expense of bank window displays. This will 
naturally vary with two factors: The number of windows 
which the bank desires to use and the elaborateness of the 
displays. Windows may be prepared for relatively small 
sums, such as five dollars or ten dollars per week, and also, 
they may be prepared at great expense, such as one hundred 
dollars or more per week. Probably the amount expended 
on window displays would vary directly with the number 
of people passing those windows who are likely prospects 
for the sales messages contained therein. Quite naturally 
an institution so located that several thousand or more 
persons pass the window daily is justified in spending a 
larger sum on each window display than an institution so 
located that only a few hundred persons pass by daily. 
Objects are often donated for display purposes by business 
houses or persons owning the objects exhibited and this, of 
course, greatly reduces the expense of the windows. 





“These suggestions have been taken from the following sources: Chase, M. 
E., Productive Bank Window Displays, Bankers Magazine, Vol. CXITX, Decem- 
ber, 1929, pp. 959-967, p. 960, and Chase M. E. 101 Window Displays, pp. 21-22. 
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Standardization.—Systems of branches and groups of 
banks have peculiar problems in the administration of 
window displays. Each of these institutions probably will 
not have a merchandising manager and staff, and conse- 
quently, the material used by them emanates from central 
headquarters. It has been found possible to standardize to 
a certain extent, at least, the window display material of 
such organizations without producing disadvantageous re- 
sults. Standardization, in the first place, tends naturally to 
reduce costs. In the second place, standardized displays 
appearing in all the branches of a given system tend to 
develop the personality of the system as such. In the third 
place, the advantage of repetition is gained if the same 
message is delivered in all branches simultaneously. In 
the fourth place, standardization increases the possibility 
of a higher quality of card and art work than is possible 
when the work is not standardized. In the fifth place, 
standardization economizes time in preparation and installa- 
tion. Finally, it eliminates the time and expense required 
for transferring the displays from one branch to another.”’ 
Where the work is not standardized, displays are usually 
left to the discretion of the manager in charge of the par- 
ticular branch. 


Another Method.—Standardization of window displays 
is not always followed in branch displays because of the 
cost incurred in preparing like displays for simultaneous 
use. This difficulty is overcome by using different displays 
at the branches and rotating them periodically. This neces- 
sitates the preparation of “only one new display for each 
period and overcomes the expense of producing many copies 
of the same display. However, rotation is an expensive 
and time-consuming process; displays are likely to become 
worn and defaced if there are many branches; and failure 
to change all displays at the same time each week, which is 
practically impossible with rotation, may detract somewhat 
from their value. 


Syndicated Material—Syndicated material is available 
for use in window displays just as it is available for use in 
newspapers, magazines and other media. Syndicated win- 





"Case, Julian M., Standardized Window Displays, Financial Advertisers 
Association, Bulletin, July, 1929, p. 321. 
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dow display material is, generally speaking, subject to the 
criticisms which have been previously mentioned in connec- 
tion with syndicated copy. This material frequently tends 
to be of a hackneyed nature. It is designed not to be 
adapted to a particular institution, but to apply generally. 
The danger always exists that salesmen will sell syndic: ated 
material in nearby towns, thus bringing about a duplication 
which reacts unfavorably for both institutions. Further- 
more, syndicated material fails to express the personality 
of the institution as effectively as it may be revealed 
through display material originating within the institution. 

Syndicated window display advertising material should 
not be confused with dealer display. This latter form of 
advertising material frequently affords an institution oppor- 
tunity to prepare attractive displays at a modicum of ex- 
pense, and this is especially true of travellers’ checks and 
travel services sold as agent for other organizations. 


Outside Window Displays.—This appellation is used to 
apply to two kinds of window displays: (a) Windows in 
other buildings in which displays are placed by a given 
financial institution; and (b) displays placed in the window 
of the bank by business concerns which transact business 
with the bank. Very frequently there is opportunity for a 
bank to obtain use of the windows of a vacant building for 
purposes of display at a nominal rental. This type of 
window display is conceded to have the advantage of giving 
diversity of location to window displays, but on the other 
hand, vacant buildings are sometimes more or less unkempt 
The appearance of emptiness which is back of windows 
which do not have high backgrounds tends to detract from 
the effectiveness of window displays, and is a very great 
disadvantage of such displays. If such windows are to be 
used for display purposes, they should certainly be prepared 
with sufficient care to overcome this disadvé antage. 

The second type of window display has been used 
throughout the country with a great amount of favorable 
comment. It is of advantage to the bank because it tends 
to create a closer relationship between the institution and 
the business preparing the display. It is of advantage to 
the latter concern because it provides a relatively inex- 
pensive form of merchandising. Furthermore, it provides 
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window display material for the bank, which material may 
be much more attractive than much of that prepared within 
the bank. It is often customary in such instances to place 
a small poster in the window to the effect that the exhibit- 
ing business carries on banking relations with that particular 
bank. A complete program of windows prepared by cus- 
tomers might be desirable for a short period of time, but 
over a longer period it would seem more desirable to have 
some alternation between window displays prepared by the 
bank and by customers. 


Summary.—W indow displays comprise a merchandising 
medium which might well find a place in the program of 
all institutions. Executives have neglected the development 
of window display probably more than they have neglected 
other forms of merchandising, but greater recognition is 
being given to the medium. ‘The many advantages and 
few disadvantages of window display commend its use to 
practically all financial institutions. 'The use of window 
display is confined not alone to one type of financial institu- 
tion, but may be used to advantage by all types, including 
commercial banks, savings banks, trust companies and in- 
vestment houses. 


LOBBY DISPLAYS 


Introduction.—The last group of merchandising activ- 
ities included in this article is that of lobby displays. Lobby 
display is the term used to designate objects and posters 
which are put on exhibition in the lobby and offices of 
financial institutions. These displays are so strikingly 
similar to window displays that they might well be included 
in a discussion of that topic without separate treatment, 
but attention should be called to a few of their distinguish- 
ing characteristics. 


Diff erences——Lobby displays possess five characteristics 
which differentiate them from window displays. In the first 
place, the sales efficiency of a lobby display should probably 
be somewhat greater than that of a window display because 
the individual who enters the institution probably does so 
with a financial purpose in mind, and should be more 
susceptible to the sales message of the institution. His 
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entrance to the office indicates that he very likely feels 
favorably inclined toward the institution and needs to be 
convinced solely of the utility of the particular service and 
not of both institution and service. In the second place, 
many objects which may be used in window displays cannot 
be used for purposes of lobby displays. This results from 
the fact that objects placed in windows are not accessible to 
the public except for observation, whereas, lobby displays 
may frequently be handled, and there is always the risk of 
damage and loss resulting from handling and _ thievery. 
This objection, however, may be overcome by placing 
guard rails around displays. In the third place, the mes- 
sage conveyed by a lobby display should probably be more 
concise than that contained in a window display because 
persons may be reluctant to stop in a lobby long enough to 
observe an object or display which conveys a message of 
relatively great length. In the fourth place, lobby displays 
may frequently be much larger than window displays, due 
to the fact that the space available is usually greater. In 
the fifth place, many financial institutions which do not have 
windows available for purposes of display are able to make 
use of lobby displays. With the exception of these few 
differences, the administration of lobby displays does not 
differ essentially from that of window displays. 


Costs.—Lobby displays vary greatly in expense. A simple 
poster may sometimes be displayed at very low cost, and in 
some instances banks spend large sums upon the prepara- 
tion of such displays. A large New York bank has been 
known to spend as much as two thousand dollars on a single 
display which was used for a long period of time by rotat- 
ing it from branch to branch.’ However, this statement 
should not imply that lobby displays are expensive. Many 
times objects such as those which have taken first prize at 
fairs or shows, or trophies in a school athletic contest, or 
similar objects may be used advantageously in the displays 
of an institution. 


Summary.—tLobby displays afford another method for 
the financial merchandising executive to use his ingenuity 


“Chase, M. E. Lobby Displays as an Aid to New Business, Bankers Maga- 
zine, Vol. CX VIII, June, 1929, pp. 922-928, p. 923. 
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in capitalizing upon available themes for the production 
of business and the development of good-will. They com- 
prise a medium which occupies an important position in the 
sales programs of financial institutions. Less attention has 
been given to them than should be, due to the fact that ex- 
ecutives fail to comprehend their merchandising potentiali- 
ties. Much relatively wasted space in lobbies might be used 
to advantage for purposes of display. 


THE ADMINISTRATION’S MONETARY POLICY 


policy merits little in the way of commendation from any point of 
view. It has probably hindered rather than helped recovery by in- 
troducing a large element of uncertainty into future commitments. It has 
not served, nor can it be expected to serve the cause of justice with respect 
to debtors, for, should the pre-depression price level be attained, it will 
not be possible, as the President anticipates, to stabilize commodity prices 
at that level. Either they will rise higher, or, if the supplies of currency 
and bank credit are cut off, a severe reaction will ensue. Finally, it has 
left the country in a position where inflation of a severe nature is possible 
unless, later on, stringent measures of control, which will be politically 
very difficult, are taken. It has, through the Gold Reserve Act of 1934, 
gone far toward making the Federal Reserve System a mere adjunct of 
the Treasury as a practical matter. 
In spite of these defects, it is still possible to adopt a sound course. 
If action were taken to sterilize, until needed, the gold profits of devalua- 
tion and to return to a full, automatic gold standard at the present weight 
of the dollar, leaving the control of credit in the hands of the Federal 
Reserve System, it is probable that the stimulus to sound business recovery 
would go far toward offsetting the dangers which inhere in current ar- 
rangements.—From “Monetary Developments Since 1932,” by Frederick 


A. Bradford, published by Longmans Green and Co., New York. 


T sey everything into account, the Administration’s monetary 
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AN INDEX OF INFLATION 


BOVE is reproduced a graph showing 

the Harwood Index of Inflation as com- 
pared with a curve of Industrial Production. 
This should be of particular interest to bank- 
ers as it brings out the controlling part which 
excess credit plays in making possible the 
business cycle. 

The Index represents the excess of invest- 
ment-type assets in the banking system over 
total savings and capital funds available for 
investment. 

The forecasting value of this Index has 
been tested over a period of years and is 
explained in detail in the November bulletin 
of the American Institute for Economic Re- 


search. Of immediate interest is the di- 
vergence in trend in recent months between 
the Index of Inflation and the curve of In- 
dustrial Production. This brings out the ef- 
fect of substantial sales of government securi- 
ties to the banks with the consequent in- 
crease in demand deposits which will prob- 
ably be used to buy goods during the next 
few months. 

Substantial improvement in business and 
firm or rising prices is indicated, according 
to the Institute. 

The offices of the American Institute for 
Economic Research are located at 1200 
Massachusetts Avenue, Cambridge, Mass. 





How to Obtain Bank Costs 


By E. S. Woo.iLEy 


President, E. S. Woolley Corporation, New York 


HE editors of Tue Bankers MaGazineE are privileged to present 

to their readers, beginning with this issue, a series of articles by 

a well-known authority on bank management discussing the trouble- 
some subject of bank costs and how to obtain them. 

In the course of his articles which will appear monthly Mr. 
Woolley will consider the following topics in the order named: Average 
Earning Assets; Funds Invested in Earning Assets; Distribution of 
Interest Income and Investment and Loaning Costs; Distribution of 
Other Income; Analysis of Expenses and Distribution of Salaries; 
Distribution of Expenses; Count of Items and Item Costs; How to 
Obtain Profit and Loss of Commercial Department Accounts by Classes; 
Savings, Interest and Miscellaneous Costs; Analysis of Commercial 
Department Accounts; Classification of Accounts; Departmental Posting 
Instructions; a Simple System of Accrual for Banks. 

These articles will be liberally illustrated with forms showing 
graphically how banking costs may be obtained with a minimum of 
complicated figuring. 


N accurate knowledge of costs is just as essential to the 

bank executive as it is to the manufacturing executive. 

Banks too long have ignored this fact. If the Bank- 

ers’ Code of Fair Competition of 1933 results in nothing 

more than emphasizing to bankers the necessity of paying 

real attention to their operating costs it will have proved 
itself of inestimable value. 

Figures purporting to be the costs, however, are worse 
than useless unless they are sufficiently accurate to reveal 
the facts. Otherwise they are nothing but meaningless 
figures which will do more harm than good. Figures that 
are wrong lead to executives making decisions that are 
wrong. There is only one end to wrong executive decisions 
and that is the closing of the business. Therefore the value 
of accurate cost figures as an aid to management cannot be 
overemphasized. 

This does not mean that cost allocation should be made 
too technical. In fact to do so is to destroy its practical 
value. If a cost system and/or cost finding methods do 
not aid in better control, and do not return many times their 
investment in increased net income, they are not worth the 
effort. Properly prepared on a practical basis they will give 
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bank executives a clearer insight into their bank than was 
possible before. Moreover the expense involved in the 
preparation of accurate cost figures is nothing in comparison 
with the additional net income which will be produced if the 
information thus gained is acted upon. It is with the hope 
of assisting banks in obtaining accurate costs of their own 
operations that these articles have been written. 

The figures used herein, however, are merely for illustra- 
tive purposes. While they are all actual figures taken from 
banks yet no one bank figures alone have been used. But 
figures have been taken from banks’ records which best 
illustrate the point involved. Therefore the figures of no 
two statements will agree except in such cases as it is neces- 
sary to tie them together in order to properly illustrate the 
points. There is nothing mysterious about cost finding if 
certain fundamental principles are followed. But these 
principles must be followed. The superstructure cannot 
be built until the foundation is laid. Herein lies the reason 
for many errors. 

For example, the attempt to allocate the cost of cur- 
rency handled by amount of dollars. A little thought will 
show that the amount of the currency is not the deciding 
cost factor. It is the length of time required by the person 
handling that currency. $100 in small change will cost 
considerably more to handle than $1000 in $100 bills. Then 
again the “Ship of Costs” must be charted so as to avoid 
the rocks of technicalities on which so many cost systems 
have been wrecked. It must be remembered that banks, 
like all other businesses, are confronted with the problems 
of cost and selling prices. That all costs must be recovered 
through those selling prices. It is useless therefore to place 
meaningless costs on things which can never be sold. 

Take for example the cost of a teller’s entry. Interest- 
ing perhaps, but of no practical value. The bank is not 
selling tellers’ entries as such. The excuse is made that it 
is necessary to know how much it costs for a teller to cash 
a check. Why? What good is the information when it is 
obtained? A bank cannot charge for cashing checks drawn 
on itself. The drawer of the check is paying and has the 
right to demand that the bank on which it is drawn honor 
that check 100 cents on the dollar. Inasmuch as the 
majority of cashed items are drawn on itself, this fact 
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automatically renders the cashed item cost of no practical 
value. 

Again the argument is made that there should be a 
different charge on payroll checks cashed at the window 
from those coming through in-clearings. While it is agreed 
that technically the cashed item is more expensive to handle 
than the in-clearing item, nevertheless the difference is only 
interesting as theory and is without practical value for the 
reason stated. The only time a bank could legitimately 
make an extra charge for cashing payroll checks drawn on 
itself is in such cases where it remains open an additional 
hour or so for this specific purpose. Then only if it is done 
at the company’s request. 

Cashing a check drawn on another bank is totally dif- 
ferent. In such a case the bank is acting as the collecting 
agency. For cashing its own checks it is performing part 
of the service for which the drawer pays. The bank must 
place its costs on the service which it can sell. In the case 
of a check drawn on itself the service which it renders is that 
of acting as paying agent for the drawer. Therefore it 
cannot legitimately make any charge either for cashing such 
an item or accepting it for deposit from another customer. 

Then there is the matter of the deposit ticket about 
which there have been so many arguments. Actually the 
deposit ticket is not made out for the benefit of the cus- 
tomer at all. The depositor does not care whether the 
deposit ticket is made out or not. A receipt for the total 
of the deposit is all the customer needs. The detailed 
listing on the deposit ticket also is solely for the benefit of 
the bank. It accumulates the amounts of the deposit so 
that the routine work of proving and posting is simplified. 

To charge all the teller’s time against cashed items and 
deposit tickets, therefore, while granting for the sake of 
argument that it might be theoretically correct, is never- 
theless utterly impractical. What is the reason for any 
deposit ticket charge then? If the deposit ticket is entirely 
for the benefit of the bank why should it be charged for 
at all? As a matter of fact calling the charge a charge 
for the deposit ticket is very poor terminology. The bank is 
not charging for the deposit ticket, but for accepting de- 
posits. A much better terminology would be “Bookkeeping 
Credits.” 
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The only reason for making a charge for such credit 
entries is fairness between customers. ‘This is a very valid 
reason. If no charge is made for accepting deposits then 
the cost will have to be absorbed somewhere else. Referring 
back again to the statement which is really the underlying 
principle of all business, namely that, “All costs must be 
recovered through sales.’ If no charge is made for accept- 
ing deposits then the check charge would have to absorb 
that portion of the operating costs. This would mean that 
the small depositor with only two deposits a month would 
have to pay, in increased check charge, some of the costs 
rightfully belonging to the larger depositor making twenty- 
six or more deposits a month. A small charge for credit 
entries therefore is the only means of avoiding this unfair- 
ness between customers. It also tends to stop the abuse of 
the unnecessary practice of some who make three and four 
deposits a day. Furthermore without a credit entry charge 
there is no means of being adequately reimbursed by those 
concerns which have only few debit entries but hundreds of 
credit entries each month. 

Therefore “practical” must ever be the guiding factor 
in cost distribution. ‘Technical theory must not be allowed 
to be in complete control. This is just as true in the 
presentation of cost analysis of their accounts to customers. 
The practice of showing the bank’s actual cost to customers 
and then a “desired profit” item at the bottom of the sheet 
is, again, impractical. The profit item belongs in the cost 
of service. Each item of bank service cost should be in- 
creased to include profit. That still remains the customer’s 
cost and is the way that all practical business is conducted. 
The cost which a banker pays for a pair of shoes is the shoe 
store’s cost plus the shoe store’s profit. Im the same way 
when the shoe store buys banking services the cost to it of 
those services should be the bank’s costs plus the bank’s 
profit. ‘There is after all no fundamental difference between 
the two. ‘They are both businesses organized for profits. 
The only difference is that the shoe store buys merchandise 
at wholesale and sells it out at retail. The bank on the other 
hand buys its merchandise—money—at retail in the de- 
posits, and sells it out in large lots—in the loans, bonds, 
etc. The principle, however, is exactly the same. 

If the bank sells its commodities for less than its costs, 
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it is defying the basic principles of business just as much as 
is a shoe store selling its shoes below costs. These costs 
moreover must include all the costs. To throw out certain 
costs as not being applicable, or to forget to include profits 
in the selling prices, merely means that stockholders will 
have to absorb the differences. If selling prices are estab- 
jished on only direct costs like this: 


OVRECT SELLING 
COSTS COSTS 


Then it means that the stockholders’ funds would have 
to absorb all other costs, like this: 


INOIFE CT STOCHHOLOERS 
COSTS FUNDS 


Eventually this leads to the entire destruction of the 
stockholders’ funds. Then the bank is forced to close. And 
the customers have paid much more than they would have 
paid if the selling prices had been properly established to 
include ALL costs and profits as illustrated at the top of 
the following page. 

The bank is in a healthy condition when the stock- 
holders’ funds are balanced against an ample margin of 
safety, expansion requirements and reserve for unforeseen 
contingencies. The point to remember is that no matter 
what capital may be put into any bank it is all useless unless 
the operations are profitable. The operations cannot be 
profitable unless the in-come is greater than the out-go. 
The in-come cannot be greater than the out-go unless all 
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parts of the out-go are included in the establishing of the 
amount required for in-come. In spite of this being a 
obvious fact many so-called cost systems fail to recognize 
it. Many costs are disregarded as “not applying.” ‘Then 
those in control wonder why the business failed. Actually 
there is nothing but failure possible to any business which 
disregards costs. These articles have been written in the 
hope that they will prove of practical assistance in estab- 
lishing and maintaining a knowledge of bank costs, thereby 
aiding in better bank management. There is, however, no 
“royal road” in cost-finding, or in the allocation and dis- 
tribution of departmental expenses. Those who hope to 
find costs by waving a “magic wand” will only succeed in 
obtaining meaningless figures. Each step must be correctly 
taken. It is just as important to correctly distribute in- 
come as it is to distribute expenses. 

For that reason each step, beginning with the distribu- 
tion of income and following through to the distribution 
of expenses and the allocation of item costs, is taken up in 
sequence in this work. 


The Economic Renaissance of 
Mexico 


By JoHN B. GLENN 
Agent Banco Nacional de Mexico, New York 


EXICO, our neighbor to the 
M south, offers the most promising 

market for American goods to- 
day. In a world troubled by political 
unrest, financial uncertainty and en- 
tangling alliances, Mexico takes first 
place as the nation in which this depres- 
sion is definitely over and in which all 
indications point to an economic renais- 
sance of significant proportions just 
now getting under way. Under the 
conditions prevailing, Mexico is the 
natural market for American manu- 
factured goods as this country is for 
Mexico’s raw and semi-finished products. 
So obvious is this conclusion that it 
will be valuable to examine more closely 
into the Mexican situation as it may 
affect commercial relations with the 
United States to discover the mutual ad- 
vantages of closer business contact. 

In arriving at a credit rating of a 
potential customer the several facts to 
be known and studied are the same 
whether that prospect be a person, a 
business or a nation. Hence it will be 
well to learn something of Mexico's 
character, of its resources, of its commit- 
ments elsewhere, of its need for Ameri- 
can goods and of its willingness and 
ability to meet its obligations promptly 
when and if incurred. In the follow- 
ing analysis of Mexico’s economic status, 
it will be clear that it is the brightest 
spot on the world’s business map today. 

Most important is the fact that Mex- 
ico’s population of sixteen and a half 
million people is living in peace and an 
increasing prosperity under a_ stable 
government. Mexico is one of the few 
countries of the world whose current 
income exceeds expenditures. This ex- 
ceptionally favorable position has re- 


From a recent address. 


sulted from the fact that when credit 
inflation was general in other countries 
Mexico was already passing through a 
long period of deflation following civil 
war and revolution, and consequently 
it had already made most of the difh- 
cult readjustments other nations are now 
undergoing. This has placed Mexico 
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New York agent, Banco Nacional de 
Mexico 


in a favorable position to take advantage 
of improved world conditions well ahead 
of other countries which had accumu- 
lated large external debts to become on- 
erous during a period of world-wide de- 
pression. 

The people of Mexico are profiting 
as individuals from the generally pros- 
perous condition of the country to a 
greater extent than was possible under 
the old quasi-feudatory system under 
which the wealth of the country was in 
the hands of relatively few landowners. 
In contrast to the past, co-operative 
movements in agriculture and in other 
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principal activities of the country are 
now benefiting directly the great mass 
of the population and are encouraging 
individual initiative by assuring returns 
for effort expended. No problem of un- 
employment faces any part of the re- 
public and workers are being more ade- 
quately rewarded for their labor, which 
increases the purchasing power of the 
country. 


MEXICAN FINANCES 


The stability of the present govern- 
ment of Mexico is unquestioned. The 
condition of the treasury is excellent. 
The government’s budget is balanced, 
and aside from the foreign debt service, 
which has not yet been normalized but 
on which the government is studying a 
plan to present to the bondholders, as 
per the assurance given by the Presi- 
dent in his message to Congress on Sep- 
tember 1 of this year, Mexico is one of 
the few nations that is keeping up its 
current debt payments. 

The circulation of the monetary stock 
has increased from an average of 351,- 
846,000 pesos in 1933 to 418,236,000 
pesos in July, 1934. Of this amount, 
308,861,000 is in silver pesos, 99,972,- 
000 in notes of the Banco de Mexico 
(which corresponds to our Federal Re- 
serve System) and the remainder in sub- 
sidiary coinage. The monetary reserve 
increased from an average of 74,274,000 
pesos in 1933 to 114,211,000 in July, 
1934. The average of discounts with 
the Banco de Mexico increased from 
about 22,000,000 pesos in 1933 to over 
29,000,000 pesos in July, 1934, with 
payments practically one hundred per 
cent. 

Although Mexico is on a silver stand- 
ard basis and consequently there is no 
legal stipulation as to the weight of gold 
which must be given for each coin, the 
policy of the Banco de Mexico is to pur- 
chase practically all the gold produced 
in the country and maintain large re- 
serves of this metal. This, together with 
the added strength given to the cur- 
rency by the firm prices for silver in 
the world’s markets, has placed the 
Mexican peso in an enviably strong po- 
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sition. For some time past foreign ex- 
change has been amply available pri- 
marily because the ratio of 3.60 to the 
dollar selected by the bank has been, in 
the opinion of many, lower than cir- 
cumstances justify, and because of the 
invisible revenue derived from an in- 
creasing tourist trade which has been 
influenced to an exaggerated extent by 
the difference in value between the peso 
and the dollar, the present peso having 
practically the same purchasing power 
in Mexico as it formerly had when 
Mexico was on a gold basis and ex- 
change was two for one. The fact that 
the peso has been pegged to the dollar 
is particularly favorable to trade with 
the United States. 


THE COUNTRY’S RESOURCES 


Mexico’s resources fall naturally into 
five principal classes: mining, oil, agri- 
culture, a growing tourist trade and to 
a less extent manufacturing. 

Mexico is one of the world’s largest 
producers of metals, particularly the 
precious metals, and these lend special 
strength to the fundamental prosperity 
of the people. For more than 350 years, 
Mexican mines have supplied a large 
part of the silver and gold produced in 
the world, and in silver production she 
stands second to none. Practically one- 
third of the world’s total supply of silver 
has come from Mexico, but in spite of 
this long continued drain on her natural 
reserves, new mines are being opened 
up and old workings put again into pro- 
duction as demands for the white metal 
increase. In addition, copper, lead and 
zinc are mined in quantities which put 
Mexican production among the leaders, 
and several other metals of lesser im- 
portance, graphite, antimony, arsenic, 
manganese, mercury and tungsten, add 
to the country’s mineral wealth. These 
metals are particularly important in 
Mexican economy because they contrib- 
ute substantially to her foreign trade, 
but in addition Mexico is the second 
largest producer of coal in Latin America 
and her known iron reserves are esti 
mated at 600 million tons. 
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The volume of Mexico’s oil produc- 
tion which finds its way into the trade 
of the world places the country among 
the large factors in this industry. Its 
potential oil-bearing area covers approxi- 
mately 150 million acres and its oil out- 
put has been steadily increasing. In 
1932 32.8 million barrels of crude pe- 
troleum were produced and in 1933 this 
figure had increased to 34 million bar- 
rels. Numerous new wells are being 
drilled and new areas prospected with 
favorable indications for continued 
growth of output. 


AGRICULTURAL PRODUCTION 


The climate and topography of 
Mexico adapt it to a wide variety of 
agriculture. From the tropical and sub- 
tropical coastal plane the climate in- 
cludes every variation up to the high 
Sierras covered with perpetual snow. Ap- 
proximately 30 million acres of land are 
now under cultivation, 120 million 
acres are in pastoral grazing land, 44 
million acres in forest, and another 73 
million acres could easily be put under 
cultivation if desired. The principal 
export products of agriculture are tropi- 
cal hardwoods, chicle, fibers, chickpeas, 
coffee, vegetables and tropical fruits of 
all kinds. In addition Mexico produces 
corn, wheat, sugar cane, cotton, beans 
and rice. 

As many of these products find a 
natural and growing market in the 
United States, this in turn makes pos- 
sible increasing purchases of American 
made goods. 

Although in an industrial country 
power production would naturally be 
discussed in connection with industrial 
developments, it is more appropriate to 
consider this important advance in 
Mexico as it relates to agriculture. The 
high elevation of the central mountain 
range provides ample fall in many 
streams for power purposes and these 
have been rapidly developed during the 
recent past. The power produced is 
being largely applied to irrigation. Thus 
it contributed to the stability of the 
basic industry of farming, and in this 
way it is one of the most important 
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factors in the economic situation of the 
country and its people. The power out- 
put of electric plants in 1932 exceeded 
a billion kilowatt hours and this quan- 
tity has been materially increased since 
that time as more plants are put into 
operation. 

The effect of this cannot be readily 
judged by mere statistical analysis and 
hence it will be better to discuss a par- 
ticular instance to show how this ap- 
plication of electric power to the prob- 
lems of agriculture is fundamentally af- 
fecting the country. In the Laguna dis- 
trict, around Torreon in the State of 
Coahuila, there was formerly a small 
power plant developing a total of 450 
horsepower, of which 250 were used in 
the operation of tramways and 200 for 
carrying the small outside load. Irriga- 
tion was confined to two or three of the 
more progressive farmers who pumped 
water to their lands with Diesel en- 
gines. The average production for this 
area was one crop, valued at 40 to 50 
million pesos, each three years. This 
small power plant was taken over re- 
cently by a progressive American com- 
pany who in a relatively short time in- 
creased the market for power to a load 
of 15,000 horsepower to 360 users who 
applied the power for irrigating pur- 
poses. The result has been that the 
number of irrigated farms has been in- 
creased more than a hundred fold and 
that crops are now made every year 
with the greatest certainty. During the 
past year more than 45 million kilow?tt 
hours of power were supplied in this 
area alone. The effect of this factor in 
improving the economic condition of the 
individual farmer as this use of power 
is spread throughout the republic is 
scarcely to be measured. 


ATTRACTIONS FOR TOURISTS 


Rich in variety of scenery for both 
winter and summer travel and steeped 
in prehistoric as well as colonial his- 
torical interest, Mexico is fast becoming 
one of the most important tourist coun- 


tries. The tropical coastal plain invites 
winter travel with its mild climate and 
its relics of the forgotten civilization of 
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the Mayas. The high Sierras are no 
less attractive in summer with remind- 
ers of the ancient Toltec and Aztec 
civilization and of the Spanish Conquis- 
tadores whose rule dominated Mexico 
for centuries leaving their mark in an 
old-world atmosphere so attractive to 
American travelers. Between the two 
the semi-tropical table lands present still 
other wonders and pleasures for the en- 
joyment of visitors with a delightful cli- 
mate the year round. 

Natural beauties from the flat coastal 
plains of continuous summer to perpet- 
ual snow are supplemented by man- 
made attractions permeated by the early 
history of this continent. Ancient pyra- 
‘mids rivaling those of Egypt in an- 
tiquity, size and mystery, and ruins of 
temples and towns so ancient that his- 
tory has lost all record of them, stimu’ 
late the tourist’s interest, and the stately 
colonial palaces of the Spanish conquer- 
ors carry him through early history to 
comforts and enjoyments of modern 
civilization in the cities. 

New hotels are being built through- 
out the country and transportation sys- 
tems, already taxed to care for the in- 
creasing influx of interested travelers, 
have been improved to meet the demands 
made upon them. Mexico City, the 
capital, with a population of more than 
a million and known as the city of pal- 
aces, possesses every modern con- 
venience. Other important and interest- 
ing cities are Guadalajara, Puebla, Mon- 
terrey and Merida. 

This tourist trade creates annually 
an invisible income of millions of pesos 
which cannot be shown on a balance- 
sheet. Not only is the wealth of the 
nation increased by the money actually 
spent by travelers within the country, 
but an incalculable amount is added to 
its resources by the better understand- 
ing and good will engendered by a more 
intimate knowledge of conditions as they 
exist ultimately reflected in the foreign 
trade of the country. 


MEXICO’S INDUSTRIES 


Mexico is not primarily an industrial 
country but rather its industry is en- 


gaged particularly in supplying the 
wants of its people. Its industries have 
been fostered by tariff protection and 
while largely limited to meeting local 
demands are in a generally prosperous 
condition. The principal manufactures 
include textile goods, shoes, iron and 
steel, food products, tobacco products, 
pharmaceuticals, beer, flour, paper, ce- 
ment and pottery. In 1930 there were 
48,850 industrial establishments in 
Mexico including mining, commerce, 
real estate, food products manufacture 
and motion picture operations as well 
as those activities which would be 
strictly classed as manufacture. These 
activities represented at that time an in- 
vestment conservatively estimated at a 
billion pesos and since that time the 
total investment has been increased by 
more than 50 per cent. 

Steel mills are working at capacity 
and cannot supply the local demand. 
Construction of every kind continues to 
grow by leaps and bounds. Textile mills 
are working day and night shifts with- 
out producing in excess of demand. All 
industry is actively on the increase in 
the country. 


INTERNATIONAL TRADE 


The nature of Mexico's principal 
products requires and at the same time 
assures an active export trade. Precious 
metals, copper and oil are stable com- 
modities in the world markets and since 
these form the bases of Mexico’s ex- 
port trade they assure stability and per- 
manent value. The most important point 
in the situation is that the value of ex- 
ports has consistently been greater than 
that of imports, a fact which has con 
tributed enormously to the general pros: 
perity of the country and which has 
placed it in an enviable position to buy 
in foreign markets. 

Rising prices of Mexico’s exportable 
commodities as well as increased demand 
have had the effect in the recent past 
of materially increasing the peso volume 
of exports. The value of exports for 
the first half of 1933 amounted to 147 
million pesos and this had increased to 
317 million pesos during the correspond- 
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ing period of 1934. In the same two 
periods the value of imports was 106 
million pesos and 165 million pesos re- 
spectively. If we arrive at the value of 
foreign trade by adding imports to ex- 
ports, it will be seen that in a compari- 
son over a six-months period the foreign 
trade of Mexico has approximately 
doubled. 

As it affects trade between the 
United States and Mexico, the fact that 
the majority of exports were made to 
this country is of prime importance, 
because on this account there has been 
continuously built up a Mexican credit 
in American dollars which can be most 
conveniently spent here and which as- 
sures prompt payment in American 
money for any purchases made. 


BAN KING 


In any national credit analysis, the 
banking facilities for handling trade 
must be ample to meet all possible needs. 
In this respect Mexico is particularly 
fortunate. 


The advantages in the general situa- 
tion are to a large extent the result of 
the policy developed by the commercial 


banks. Limiting their operations to cor- 
respond with the circulation of mer- 
chandise, they have assisted the move- 
ment of goods on the one hand and 
their production on the other. They 
have brought about not only an increase 
in demand but at the same time an in- 
crease in production which has pre- 
vented undue effects on prices. Proper 
caution in granting credits, care in the 
selection of debtors and careful examina- 
tion of the business involved have made 
it possible to make effective the control 
over circulation exercised by the Banco 
de Mexico through rediscounting. 

The portfolio holdings of all the banks 
during June of this year was 50 mil- 
lion pesos more than for the correspond- 
ing month of 1933. In no month of 
this year has the total been less than 
340 million pesos as compared with only 
260 million pesos in 1933. 

It cannot be doubted that the progress 
in the relations between the banks and 
the business interests and the present 
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extensions of credit are assisting ma- 
terially in the development of the gen- 
eral welfare now so evident in business 
activities and the improvement of gen- 
eral conditions. Deposits by the public 
are increasing as confidence in the banks 
has grown This continually growing 
confidence and the increasing profit from 
industry constitute powerful factors in 
general improvement. 

The banks in Mexico are well 
equipped to handle both domestic and 
international transactions efficiently and 
promptly. The balance of foreign credit 
existing abroad, particularly in the 
United States, has enabled Mexico to 
carry on its financial relations with other 
countries without the onerous regula- 
tions now so generally in force through- 
out the world respecting payment in 
foreign exchange. Ample supplies of 
dollar credits are available to meet even 
extraordinary demands promptly and 
without complications from govern: 
mental restrictions. 


PROSPECTS FOR IMPORT TRADE 


It is obvious from the foregoing that 
Mexico fulfills in all important respects 
the requirements for a high credit rating 
as a potential customer for American 
made goods and that the nature of her 
resources leave many wants created and 
fostered by the present growing pros- 
perity of her people that can be properly 
satisfied with American products. The 
National Association of Credit Men in 
the United States has examined into the 
situation carefully and has recently gone 
on record as according Mexico the high- 
est credit rating on the basis of prompt- 
ness of payment for goods sold to that 
countrv. 


TRANSPORTATION 


The close proximity of Mexico to the 
United States geographically has been 
made even closer by the creation of am- 
ple and excellent transportation facil- 
ities. In this respect its position is quite 
as good if not actually better than that 
of Canada, the only other country to 
which American goods can be shipped 
by rail or by truck direct from the pro- 
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ducer to the foreign consumer without 
intermediate handling. The promptness 
of delivery of American products by 
rail, water, air or highway to Mexican 
consumers gives American manufactur- 
ers a pronounced advantage over Euro- 
pean competitors. 

The Mexican railway systems com- 
prise about fifteen thousand miles of 
railroad under four principal systems, 
the National Railways of Mexico, the 
Mexican Railways, the Inter-Oceanic 
Railways and the Southern Pacific of 
Mexico, all of which have direct con- 
nections to the United States for 
handling carload shipments without re- 
loading. The total investment in rail- 
roads in 1931 was 1.4 billion dollars. 

The earnings of these systems have 
been increasing rapidly as can be best 
illustrated by the income figures of the 
National Railways of Mexico for the 
first six months of 1933 as compared 
with the same period of 1934. From 
January 1 to June 30, 1933, the operat- 
ing revenue was 38,359,891]. pesos as 
compared with 50,683,349 pesos in the 
corresponding period of 1934. Between 
the same two periods the operating ratio 
of this system dropped from 90.8 per 
cent. to 73.4 per cent., indicating that 
operating costs had been reduced in 
spite of the increase in income. 

Important steamship lines ply regu- 
larly between Mexican ports on both the 
Gulf and the Pacific and American and 
European centers of commerce. The 
voyage from New York to Veracruz by 
water consumes only five days. 

Air transport has been rapidly de- 
veloped as a part of the national trans- 
portation system. In 1932 existing air 
companies flew a total of more than a 
million and a half miles carrying more 
than 23 thousand passengers, nearly 400 
thousand pounds of baggage, 88 thou- 
sand pounds of mail and more than 571 
thousand pounds of express. Regular 
air service is maintained between New 
York and Mexico City on a twenty-four 
hour schedule. 

As a part of the development program 
fostered by the government, now under 
way, a vast system of trunk lines and 
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inter-connecting highways is being de- 
veloped. Already splendid highways 
completed and under construction con- 
nect with those of the United States and 
carry motor traffic to the principal cities 
of Mexico. This development is not 
only increasing the convenience of trans- 
portation in the country and using labor 
and materials in construction, but it is 
also having a pronounced effect on the 
demand for American made motor ve- 
hicles in Mexico. A completion of the 
present program will place automobiles 
and motor trucks among the necessities 
of the Mexican people as they are in 
this country and will unquestionably 
make them important factors in trade 
between the two countries. 


FACTORS IN AMERICAN TRADE WITH 
MEXICO 


Having thus summarized the situation 
of Mexico itself, we may well review 
the factors which intimately affect 
American future trade with its south- 
ern neighbor. It is obvious that Mexico 
is in a favored position as a buyer of 
American goods and is able and willing 
to engage in trade with this country. 
The matter is being now brought to a 
very definite head in a trade agreement 
under negotiation between the two gov- 
ernments by which American manufac- 
tured exports will receive special con’ 
sideration in Mexico in return for the 
purchase of non-competitive Mexican 
products. The machinery for trade, in- 
cluding particularly favorable means for 
handling financial transactions, and 
transportation facilities, are already in 
existence. The growing wealth of the 
country and its foreign trade credit offer 
ample assurance of prompt payment for 
goods delivered. Warehouses for the 
bonded storage of imported merchandise 
without the payment of duty until sold 
make consignment shipments easier and 
relieve sellers of the necessity of mak- 
ing tariff payments in advance of sales. 

At no previous time has the condi- 
tion of the country been as good as it 
is at present. Among all the nations 
of the world, and particularly among 
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those of Latin America, Mexico stands 
out as the country with a government 
in which its people have increasing con’ 
fidence, a balanced budget, a foreign 
credit on the basis of excess of exports 
over imports, no foreign exchange re- 
strictions of any kind and no unem- 
ployment problem. 

The country is now entering upon an 
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economic and commercial renaissance of 
substantial proportions. The outlook 
for business in and with Mexico is most 
encouraging and American sellers and 
buyers would do well to turn their at- 
tention toward the opportunities offered 
by that country where conditions are 
more nearly normal than in any other 
on this hemisphere. 
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The financial district of San Francisco from an etching by Anton Schutz. 
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HAT Morris Plan banks supple- 
ment the functions of the com- 
mercial banks and play an impor- 

tant part in the banking process is the 

opinion of R. L. Griggs, president of the 

Northern National Bank, Duluth, Minn. 

In a recent address to Morris Plan bank- 

ers President Griggs expressed himself 

in part as follows: 


I am hesitant about what I, as a commer’ 
cial banker, might say about your place in 
the banking structure that would particularly 
interest you or be of value to you. You 
know your place and your work undoubtedly 
better than I can tell you. 

I am judging your bank and the work 
you have done and the condition you are in, 
by the yardstick of our own Duluth Morris 
Plan Bank, so ably managed by your host, 
Mr. Armstrong, and directed by the out- 
standing business men of Duluth led by my 
own superior officer, that distinguished lawyer, 
John G. Williams. But you cannot object 
to being placed on the high plane of the 
Duluth Morris Plan Bank, whose condition 
I intimately know to be so enviable after 
four years of trying depression. 

You have for all time proven your sound 
worth and made for yourselves a lasting 
place in the financial structure of this coun- 
try. You have done it quietly but with 
great ability and you have rendered an in- 
valuable service that in most locations there 
was no one else prepared or equipped to 
render. You have dealt with the most de- 
serving and troubled class of our American 
public—our wage earners—you have served 
them through a period of distressed condi- 
tions which called for a maximum of judg- 
ment and fine understanding, and today your 
record stands as the final answer to any rev 
maining critics you may have had. 

I fortunately can say that I have not been 
one of your critics, but you have had them. 
Bankers and their directors,—a great many 
who felt at times that you were intruding 
into their field with your savings appeal if 
not in your loaning; individuals who have 
confused your work with the loan shark on 
the side street; employers, who did not take 
the time to understand the financial prob’ 
lems which constantly faced the people who 
worked for them; and a general public who 
lacked comprehension of the necessary field 


Excerpts from a recent address to Morris 


Plan bankers. 


The Place of the Morris Plan in the Banking 
Structure 


cf service which brought you into existence. 

As I said before, by your record of service, 
I think you have answered your critics and 
made secure your individual place in our 
community life. 


But I think your experience has now 
brought you into a clearly defined field of 
activity as related to other business, and 
your future success will be determined by the 
judgment you display in retaining that spe- 
cialized field you have won and in which 
you are the acknowledged leaders. If you 
stray from those purposes and ideals which 
brought you into existence, if you encroach 
upon fields now occupied by such banks as 
I represent, the public will suffer the definite 
loss of an essential service you now render 
and your institution will become just another 
bank for which no real need exists. I am 
sure you recognize better than anybody else 
that this is the keystone to your invaluable 
service and your successful progress. 

I cannot understand those people who do 
not clearly see how definitely and satisfac- 
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You can’t help learning languages the 
Berlitz Way—a Method scientifically 
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torily you fit into a financial picture made 
complete with the addition ot commercial, 
savings and trust institutions. Personally 1 
think there need be less concern that you 
will expand into regular banking fields, than 
that regular banks will be inclined to spread 
in your field. This I would not like to see. 
I do not want your field any more than | 
want the mortgage field, and I have had much 
cause to be glad that I have always believed 
that the mortgage field belonged to real es- 
tate men as a specialized work and not to 
banks. It is my opinion that the depression 
has rendered a real service in more clearly 
outlining the limitations we should all have 
in our various fields of endeavor than we 
have ever understood before. 

While there may be much difference of 
opinion, it is my belief that the bulk of the 
investment business will revert to independ- 
ent investment specialists, that the real estate 
and mortgage business will return to real 
estate and mortgage dealers, that banking 
services will not be further expanded by wise 
commercial banks, and that your field of per- 
sonal and industrial loans will remain with 
you. I believe we will all be better that 
way. The financial institution endeavoring 
to be a jack-of-all trades will invite periodic 
troubles of a serious nature. I know that 
many large banking institutions have engaged 
in a substantial way in your type of business. 
On a large scale this may be practicable and 
workable. On a small scale it is not. In 
many instances their personal loan depart- 
ments have been more gestures for public 
good-will rather than departments for profit. 
As~ good-will builders for commercial banks 
I doubt their success or advisability for many 
reasons which I have observed but which I 
will not take the time now to discuss. I 
simply see the fields as desirably separated. 
This statement does not mean to criticize 
commercial banks whose volume is adequate 
or where lack of facilities such as you offer 


have necessitated some reliable agency offer- 
ing them. 

The Duluth Morris Plan Bank we look 
upon in our institution as a valuable ally in 
public service. There is scarcely a day goes 
by that they do not solve some problem for 
us. Our policies are set—we do not wish 
long term small loans or uncollateraled loans. 
The Morris Plan Bank does. They are not 
only equipped to render a service our policy 
prohibits, but which on our volume we could 
not possibly afford to try to render. Four 
of our directors serve on their board.. This 
is helpful to harmonious relations and for 
your information has worked splendidly. I 
do not come much in contact with the small 
borrowers and yet last week alone, I sent 
three deserving people to the Morris Plan 
Bank who were personal friends of mine 
and who knew our policies prohibited their 
long time requirements. The existence of 
that bank saved me the personal embarrass- 
ment of being unable to serve them. And 
I want to say to you that while we often 
find it difficult to induce all of these borrow- 
ers to go to the Morris Plan Bank because 
of their lack of knowledge of its functions, 
I do not recall a single instance of a man 
returning to me with any complaint after 
he has used their services. However,-he fre- 
quently expresses appreciation of its value. 

I would only say further that from ob- 
servation I am inclined to see for you a 
justified and fruitful field in installment 
financing. You are on the ground and can 
frequently do a better job than outside 
finance companies too far removed. Many 
of you now use this field advantageously. It 
appeals to me as fitting into your personal 
loan service and rounding out your contact 
with the average American family. 

Your field is definite. Maintain it and 
help to see that other types of financial in- 
stitutions maintain theirs. You do not con 
flict—you supplement—and I am happy to 
acknowledge it. 
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INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


OW that savings banks are mak- 
N ing marked reductions in the in- 

terest rates on deposits, and since 
government obligations are being placed 
at lower rates, those who have surplus 
funds are naturally seeking for invest- 
ments that will yield a higher rate with- 
out a material sacrifice of the require- 
ments of safety. This will no doubt 
lead, in time, to an increased demand 
for the better classes of state, municipal 
and industrial bonds. Other factors 
tending to add to the demand for in- 
vestment securities are the huge excess 
of bank reserves and recent heavy im- 
ports of gold. 

With the experiences of 1929 still 
rather fresh in mind, it may be expected 
that in the future the investor will have 
more regard to the innate qualities of 
securities than to their speculative pos- 
sibilities. They will, therefore, scruti- 
nize the record of states and municipal- 
ities, and carefully examine the history 
of corporations whose securities they are 
asked to buy. Incidentally, they will be 
more prone than heretofore to exercise 
caution in dealing with investment con- 
cerns about whose reputation they know 
but little. In short, for a time at least, 
the investor will be less confiding and 
more canny than he has been in the past. 

While the collapse in the securities 
market in 1929 was due to a consider- 
able extent to recklessness and greed on 
the part of investors, it was intensified 
hy an equal display of greed and reck- 
lessness, and in too many instances by 
downright dishonesty on the part of 
those who had securities to sell, and 
who were eager to foist them on to the 
public with little concern as to their 
real and lasting value. 

But experience has been valuable in 
both directions. It has taught greater 
care to investors and investment dealers 
alike. The latter have come to realize. 
as never before, that their continued 
prosperity depends upon faithful service 
to their clients. 


Recent legislation has thrown more 
adequate safeguards around the investor, 
and the code designed by the Invest- 
ment Bankers Association of America 
has afforded a basis tor a sounder con- 
duct of the investment business gen- 
erally. On the whole there has been 
a widespread cleaning up of the invest- 
ment situation, and while the process 
has been painful, now that it is prac- 
tically over both investors and invest- 
ment dealers have a better basis for trust 
in one another. 

The future of the investment situa- 
tion will be affected by factors other 
than those mentioned above. It will be 
conditioned by the course of industry 
and trade. But there are signs that a 
long-delayed recovery is gradually tak- 
ing place. It may be said that while 
the investment outlook is not yet de- 
cidedly roseate in character, it is clearly 
better than for a long time past. 


RESUMPTION OF FOREIGN 
LENDING 


HAT an early resumption of 
foreign lending on a _ moderate 


scale may be expected is evident 
from some recent discussion of the mat- 
ter in prominent banking circles. 
Disastrous as much of our experience 
with foreign loans has been, there is a 
growing feeling that with greater care 
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on our part this experience need not be 
repeated. It is recognized that not only 
must American bankers exercise greater 
care in making foreign loans, but that 
it will be necessary to abandon the policy 
of making a wide distribution of these 
loans among small investors who have 
no adequate means of determining their 
real value, and for this reason are liable 
to become panic-stricken at the first sign 
of their falling off in price. If, in the 
future, such investments can be held by 
the larger banks and investment trusts, 
it is believed that a more stable market 
for them will be assured. 

Notwithstanding all the loose talk 
about “worthless foreign securities,” 
judged by the test of the market many 
of these securities are holding up re- 
markably well in comparison with do- 
mestic securities of like classes. 

Great Britain, which for some years 
has been pursuing an exceedingly con- 
servative policy respecting foreign lend- 
ing, is now showing a tendency to re- 
sume the making of loans abroad. 


NEW FINANCING IN THE 
UNITED STATES 


OMMENTING on new financing 
in the United States for the 
month of October the Commer- 

cial and Financial Chronicle (Novem- 
ber 10) says: 

“In presenting our compilations of 
the new financing done in the United 
States during the month of October 


there is nothing to be said beyond re- 
peating the comment made with refer- 
ence to preceding months, namely, that 
the volume of new flotations continues 
extremely meager. The grand total of 
new security offerings amounted to 
only $157,574,395, and this included an 
issue of $53,000,000 Home Owners’ 
Loan Corporation 3 per cent. bonds, 
series A, due May 1, 1952, and an offer- 
ing of $30,000,000 Federal Intermediate 
Credit Banks 1/2 per cent. coll. trust 
debentures. State and municipal awards 
aggregated only $43,184,395, while cor- 
porate flotations footed up no more than 
$31,390,000. Of the $157,574,395 
grand total of financing during the 
month, $35,670,982 represented refund- 
ing operations, that is, to take up or re- 
place old issues outstanding, leaving the 
strictly new capital demand at $121, 
903,413.” 

Corporate issues, as compiled by the 
Financial Chronicle for the ten months 
of the years named were: 


$278,865,200 

358,922,388 
The great shrinkage from former years 
may be seen from the fact that in 1931 
the total of such issues was $2,432,432,- 
273, and in 1930 it was $5,143,780,770. 


RECONSTRUCTION FINANCE 
CORPORATION’S LOANS TO 
RAILWAYS 


UT of a total of $423,801,021 
lent by the Reconstruction 


Finance Corporation to the rail- 
ways of the United States, only $55,- 
000,000 is in default, representing but 
ten out of 150 lines receiving loans. 
Seven of the roads have repaid their 
loans in full. 

While the R.F.C. could reimburse 
itself for the loans in default, either by 
foreclosure or by sale of the securities 
which it holds, at present neither course 
will be followed, but instead the policy 
of assisting the railways will be con- 
tinued. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


ABINET changes in France and 
Belgium have taken place re- 
cently, and in each case monetary 

disturbances have resulted because of 
these changes, large exports of gold hav- 
ing been made from France to the 
United States, while fears are entertained 
that Belgium will find it increasingly 
dificult to remain on the gold standard. 

Preliminary discussions have been 
taking place in London between repre- 
sentatives of the United States, Great 
Britain and Japan regarding the Naval 
Conference to be held next year. Thus 
far no agreement has been reached, and 
the present prospect is for a naval-build- 
ing race between the three countries 
named—-a_ situation which, however, 
would be changed should an agreement 
regarding ratios be concluded. 

Except for the political incidents 
mentioned, occurrences in Europe dur- 
ing the past month have been lacking in 
special interest. But there is an increas- 
ing tension regarding the Saar plebiscite 
to be held in January, which will de- 
termine whether that valuable region 
is to be handed over to Germany or to 
remain in possession of France. 


GREAT BRITAIN 
Reasons for encouragement are found 


by Lloyds Bank Limited Monthly Re- 


view (November), which notes that 
while imports are practically stationary, 
as compared with September, 1933, ex- 
ports are increasing; the total of un- 
employed, at a peak of almost 3,000,000 
had fallen in September of this year to 
2,080,000, the lowest since June, 1930; 
railway trafic and retail trade are both 
improving; metropolitan and country 
bank clearings tor September, 1934, 
show a gain over the same month of 
last year. 

Commenting on British trade re- 
turns, the Westminster Bank Review 
(October) says: 


“The returns of our overseas trade 
in September are encouraging. Exports 
at £37,207,084, were nearly £2 millions 
above those of the previous month, and 
£1,577,023 higher than in September, 
1933. Imports, on the other hand, were 
lower by over £2 millions than in Au- 
gust, and approximated very closely to 
the figures of a year ago. 

“For the elapsed nine months of this 
year, imports were valued at £536,780,- 
772, an advance of £49,141,460 on the 
figures of the corresponding period of 
1933. Raw materials rose by over £28 
millions, with all the groups in this class 
contributing.” 
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sound basis. 
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The fact that our Bank handles more commercial and genera] 
deposits than all other Banks in this market put together, enables 
us to provide our friends abroad with the most accurate CREDIT 
REPORTS on prospective customers for imports to this country. 


15,000 Accounts scattered all over the country 
54% of the aggregate banking deposits in this market 


Our service is organized on American Standard. 
We can help and take care of your trade with Ecuador on a 


LA PREVISORA NATIONAL BANK OF CREDIT 
IN GUAYAQUIL, ECUADOR, S. A. 
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Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 
Founded 1848. Telegraphic address: Kreditkassen 


First established 
private bank in 
Norway 


BankinG Business or Every 
DescriPrion TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000. 


New York Agents: 
The National City Bank of New York, Guaranty Trust Company of New York 
and Irving Trust Company 


New Capital Issues 


From the compilation of new capital 
issues in the United Kingdom, made by 
the Midland Bank Limited, it is learned 
that the total of such issues for the 
month of September was £6,748,000, 
compared with £7,164,000 for the same 
month of 1933. For the nine months 
ended with September of this year the 
total was £100,646,000, compared with 
£103,702,000 for the corresponding 
period of 1933. 

Foreign issues for the nine months 
ending with September, 1934, were £2,- 
746,000, compared with £7,359,000 for 
the same period in 1933. 


SWEDEN 


The Quarterly Report of the Skandi- 


naviska Kreditaktiebolaget (October) 
reflects a generally favorable situation in 
Sweden. While from the statistics show- 
ing the total value of the clearing of 
commercial paper for the first three 
quarters of the year indicate some slow- 
ing up in the rate of recovery, consider- 
ing that prices have fallen by nearly 20 
per cent., the figures would seem to in- 
dicate that the volume of trade during 
the boom has quantitatively been re 
gained. Other favorable factors are a 
good harvest and a satisfactory foreign 
trade record. Home market industries 
generally are working under favorable 
conditions, textile mills being especially 
prosperous. 


DENMARK 


The Monthly Review published by 
Den Danske Landmandsbank (October) 
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states that the total exports of agricul- 
tural produce in the first eight months 
of 1934 amounted to Kr. 585,000,000, 
which was Kr. 26,000,000 less than in 
the same period of 1933. Recently pub- 
lished statistics show that the export of 
Danish manufactured articles in the first 
half of 1934 aggregated Kr. 115,000,- 
000, against Kr. 102,000,000 in the cor- 
responding period of last year. 


THE NETHERLANDS 


The extraordinary budget for 1935 
places expenditures at 782,986,000 
florins and revenues at 653,130,000 
florins, a deficit of 129,856,000 florins, 
which will be reduced to 37,626,000 
florins after measures for covering will 
be voted. 

As it will be found difficult to in- 
crease taxation, the real remedy for the 
deficit has to be sought in a reduction 
of expenses. Abandonment of the gold 
standard appears to meet with little or 
no favor. 


ITALY 


For the eight months ending with 
August the foreign trade of Italy has 
been for the years named as follows, in 
millions of lire: 


Imports 
4,967.7 
5,090.5 


Exports 


4,019.6 
3,434.8 


1933 


Since April the increase in imports, 
compared with the previous year, has 
been declining, while in recent months 
the decline in exports has been lower 
than at any time since January. 
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Authorized P10,000,000.00 
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(US$1.00=P2.00) 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHT ‘ YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


POLAND 


The Polish trade turnover for the 
first nine months of 1934 shows an in- 
crease as compared with the same period 
of 1933. Imports have decreased by 3 
million zlotys, while exports increased 
by 30.2 million zlotys, showing a higher 
trade balance by 37 per cent. than last 
year. 

The equivalent of 20.9 million zlotys 
in foreign exchange has been transferred 
abroad by the Bank Polski to service 
the foreign debt of the Polish govern- 
ment. The remittances cover the servic- 
ing of the 7 per cent. stabilization loan, 
the 6 per cent. dollar loan, the 6/2 per 
cent. match monopoly loan, the liquida- 
tion debt, also the amortization and in- 
terest service of the bonds of ministry 
of communication. 

The outstanding debts of U.S.S.R. to 
Polish banks have resulted from the or- 
ders placed with Polish industry by 
Soviet Russia. These debts at the end 
of first half of 1934 amounted to 22 
million ziotys; at the end of 1933 they 
were 11.2 million zlotys only, or 50 per 
cent. less. 

Comparing the indebtedness of Polish 
banks in the U.S.S.R., amounting to 
only 1.2 million zlotys, the favorable 
balance for Poland is 10 million zlotys. 


Inquiries and correspondence invited. 


This balance does not include Soviet 
Russia bills discounted in the Bank of 
Poland by the Polish exporters of goods 
to Russia, or discounted by Polish 
banks. 

ARGENTINA 


The First National Bank of Boston 
had a report from its branch in Buenos 
Aires, under date of November 13, giv- 
ing the following information: 

The favorable trade balance for the 
first nine months in 1934 was m$n 298,- 
256,963, which is m$n 96,868,159 
greater than in the same period in 1933. 
The September combined bank statement 
shows: 

m$n 
33,000,000 
10,000,000 

5,000,000 


Deposits down 

Loans down 

Cash up 

Cash reserve 19.6 per cent. 


The most recent Conversion Office 
report shows: 

m$n 
561,006,035 
183,461,075 
. 147,998,430 
.1,185,483,799 


Gold reserve 
Commercial rediscounts . . 
Patriotic loan bonds 
Currency in circulation. 
Reserve ratio 47.3 


Present exchange value of paper peso 
about $0.25 (par $0.42). 
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Head Office: 
Montreal 


THAT SPEED TRANSACTIONS 
Across THE International Boundary 


The Bank of Montreal has special wire facili- 


ties which keep in constant touch its office in 


New York and its more important Branches in 


Canada. 


American customers are thus assured of 
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prompt handling in their Canadian transactions. IN 


BANK OF MONTREAL 


Established 1817 
TOTAL ASSETS 


NEW YORK: 64 Wall St. 


CHICAGO: 27 South La Salle St. 


CANADA 


IN EXCESS OF $700,000,000 


SAN FRANCISCO: 333 California St. 


Current Conditions in Canada 


business condi- 


tions in its report of November 23, 


GS ons int repo 
the Bank of Montreal says: 


“Trade has continued its upward 
trend during the past month, and the 
winter season opens with conditions 
generally distinctly better than they were 
a year ago. A review of the first ten 
months of the present year shows that 
of some fifty business indices available 
forty-five show gains, the majority of a 
pronounced character. The Dominion 
Bureau of Statistics index of the physical 
volume of business, which well sums up 
the whole, has advanced 21.4 per cent. 

“Industrial activity is more apparent 
in a wide variety of trades than at this 
period in 1933, a larger distribution of 
goods is being made, the index of retail 
sales in chain and departmental stores 
rose from 66.3 in August to 72.9 in Sep- 
tember (January, 1929=-100), and the 
heavy industries, those producing dura- 
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ble goods, are showing more signs of 
life. The construction trade, to which 
many industries are subsidiary, gives in- 
dication of slight revival from a long 
period of prostration. Evidence of 
brisker business is afforded by bank 
clearings, by car loadings and by bank 
debits. Mineral production is large and 
textile industries are moderately active 
under the keen competition of foreign 
manufactures. Crops have been more 
abundant than at one time seemed prob- 
able, and, aided by higher prices, the 
lot of the farmer is better. Fishermen 
on both Atlantic and Pacific coasts have 
reaped a larger harvest. The season of 
navigation now closing makes favorable 
comparison with last year, in point of 
both passenger and freight traffic, since 
against a sluggish movement of wheat 
can be set better rates on inland waters. 
Consumption of hydro-electric power 
steadily increases. 





CURRENT CONDITIONS IN CANADA 


“The external trade position in gen- 
eral continues of a tavorable character. 
Imports increased trom $42,000,000 in 
September to $47,000,000 in: October, 
which is an increase also of over $6,- 
000,000 over October, 1933. Domestic 
exports rose from $58,135,000 in Sep- 
tember to $67,748,000 in October, which 
is the largest monthly export since No- 
vember, 1930. Total trade was up by 
13.1 per cent. over last year; for the 
ten-months period it is up by 28.0 per 
cent. The favorable trade balance is 
$108,352,000 for the calendar year to 
date. 

“The cumulative total of commercial 
failures for the first nine months of 1934 
was 1159, as compared with 1585, 1792 
and 1581 for the same periods of 1933, 
1932 and 1931 respectively. 

“Dominion revenues have followed 
the general improvement in_ business. 
Customs duties collected during the first 
ten months of 1934 show an increase of 
25 per cent. compared with 1933. In 
total ordinary revenues the gain is $26, 
706,000. 

“Some noteworthy changes appear in 
the statement of the chartered banks at 
the close of September. During the 
month demand deposits rose $24,546,000 
and time deposits $9,764,000, a large 
but not exceptional movement. An in- 
teresting item is the expansion of $26,- 
407,000 in current loans, although the 
total of these loans was still $25,060,000 
below the year before; another is the 
increase of $8,593,000 in note circula- 
tion which at the end of September was 
$7,183,000 higher than in 1933. The 
cash reserves of the banks are large, 
increasing $6,466,000 in September and 
standing $30,720,000 above the figure 
of a year ago, holdings of Dominion 
notes having increased $30,592,000. 
Bank debits in October were $3,409,- 
000,000 as compared with $2,823,000,- 
000 in October, 1933.” 


EXTERNAL DEMAND SHOWS STABILITY 


The Monthly Commercial Letter of 
the Canadian Bank of Commerce finds 
that domestic rather than external de- 
mand marked the revival of business in 
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Canada this autumn, but external trade 
has shown a stability that compares 
favorably with that of other nations and 
gives hope ot further expansion. 
additional facts are given: 


These 


“On this occasion it is of interest to 
note that the number of manufacturers 
reporting increased activity in October 
was more than double that recording a 
decline, and that practically all were 
busier than in the like month of last 
year, many showing production records 
trom 20 per cent. to 25 per cent. greater 
than in October, 1933. Moreover, one 
section, that of building materials, which 
was formerly severely depressed, has re- 
cently revived to the point where some 
idle plants have been reopened, a natural 
development following the forward surge 
of the construction industry which, 
while having a smaller volume of new 
contracts in October than in the preced- 
ing month and in October, 1933, has 
fully one-third more work in hand than 
at this time last year. 

“While our analysis has shown that 
the primary industries have not been so 
active as in earlier months, preliminary 
reports indicate that the down-turn has 
been checked and that the prospects are 
for stable operations until the end of 
the year.” 


CANADA AND THE UNITED STATES 


Commenting on conditions in Canada 
and the United States, the Business Bul- 
letin of the Cleveland Trust Company 
(November 15) says: 

“Recovery continues to make better 
progress in Canada than it does in the 
United States. 

“Canadian industrial production did 
not decline during the depression quite 
as far as it did in this country, and it 
has made a much greater recovery. At 
the close of the third quarter of 1934 
the volume of industrial production in 
Canada had recovered almost to the 
levels at which it was in late 1929, while 
industrial output in the United States 
had lost most of its gains of the past 
two years, and was at the levels of early 
1932. 
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“The Canadian record in the re- 
employment of industrial workers is bet- 
ter than ours, although the difference is 
not so striking as is that relating to pro- 
duction. In September Canadian em- 
ployment in industry was 82 per cent. 
as great as it was in 1929, while in the 
United States it was only 70 per cent. 
as great as the 1929 average. It is par- 
ticularly noteworthy that in the first 
nine months of this year both industrial 
production and employment have made 
large net gains in Canada, and small 
net losses in the United States.” 
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ANNUAL STATEMENT BANK OF 
MONTREAL 


THE annual statement of the Bank of Mont- 
real for the year ended October 31, 1934, 
shows the bank in its usual strong liquid posi- 
tion. Of total assets of $759,108,178, 
quickly available resources are $491,247,207, 
equal to 71.97 per cent. of all liabilities to 
the public. 

A feature of the liquid assets is afforded 
by cash holdings of $87,210,888, up from 
$78,683,217 a year ago. 

The principal holdings are in government 
and other bonds and debentures, which now 
amount to $317,936,912, as compared with 
$316,967,375 at the end of the previous 
year. The excess of assets over liabilities to 
the public has increased to $76,538,810. 

The report makes its appearance at a time 
when it is certain to be studied closely by 
all who are anxious to get a better under- 
standing of the strong position in which the 
leading bank has maintained its resources. 

Notwithstanding general evidence of more 
active manufacturing conditions, current loans 
are slightly down at $243,477,041 as com- 
pared with $251,885,262 at the end of the 
previous year. This would indicate that a 
number of Canadian companies still find it 
possible to finance business in its present vol- 
ume without leaning heavily on banking ac- 
commodation. 

Deposits are well maintained, especially in 
view of recent large government bond offer- 
ings. Total deposits payable on demand and 
after notice are $630,218,835, compared with 
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$641,346,710. Notes of the bank in cir- 
culation are up to $35,255,876 from $33,- 
819,807, doubtless reflecting a greater meas- 
ure of general business activity. 

Of special interest is the showing of total 
assets of $759,108,178 with which to meet 
payment of liabilities to the public of $682,- 
569,368, leaving an excess of assets over lia- 
bilities to the public of $76,538,810. 

Profits for the year are reported at $4,- 
105,024, from which are deducted Dominion 
and provincial government taxes totaling 
$900,654, leaving net profits at $3,204,369, 
equal to 4.23 per cent. on the combined 
capital, rest and undivided profits. From this 
amount has been paid $2,880,000 in dividends 
to shareholders, as compared with $3,060,000 
in the previous year. A further deduction 
of $100,000 as reservation for bank prem- 
ises, the same as last year, leaves an amount 
of $224,369 to be applied to profit and loss 
account. With the addition, the total at 


credit of profit and loss carried forward is 
$1,809,820, up from $1,585,451 a year ago. 


~@— 


INTERNATIONAL BANKING 
NOTES 


BarcLays BANK LIMITED. William Faville 
Tuke has been elected chairman of this bank, 
in place of F. C. Goodenough, deceased. The 
new chairman has had long and varied ex- 
perience in banking, having been successively 
a partner in the private bank of 'Gibson, 
Tuke & Gibson, a local director of Barclays 
Bank, then general manager and later deputy 
chairman. Edwin Fisher, one of the vice- 
chairmen, has been elected deputy chairman. 


Mitsu! Bank Limitep. Profits for the half- 
year ended June 30, 1934, were yen 14,780,- 
071.16 (including yen 8,686,592.53 from 
last account and yen 347,583.12 transferred 
from pension fund). The profit was appro- 
priated to reserve fund, yen 1,000,000; pen- 
sion fund, yen 551,400; bonus, yen 280,000; 
dividend to shareholders, yen 2,400,000; 
balance carried forward, yen 10,548,671.16. 


Barclays BANK (DOMINION, COLONIAL & 
OverSEAS). Herbert Leslie Melville Tritton, 
vice-chairman of Barclays Bank (Dominion, 
Colonial and Overseas), has been elected 
chairman of that bank, in succession to the 
late Frederick Goodenough. 
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A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by Matcoim Davis 


How Banks Are Advertising 


@The PROVIDENT TRUST COM- 
PANY, Philadelphia, Pa., is running a 
most attractive trust series. Plenty of 
white space—a pen and ink sketch, ex- 
cellently done, takes up three-fifths of 
the ad—below this illustration a short 
paragraph followed by the bank’s in- 
signia. Example: Sketch of an old farm 
house—to the left of that a horse, plow 
and farmer—in the foreground, the 
farmer's wife (bonnet and all)—a child 

a few chickens. The copy: “Those 
who keep close to the earth keep close 
to reality. The practical wisdom of many 
old Pennsylvania families has been 


shown in the careful protection they 
have given to property and family with 
Provident Trust Company of Philadel- 


phia named executor or trustee.” 


@THE WILLIAMSBURGH SAV- 
INGS BANK, Brooklyn, N. Y., goes 
serenely about its job of selling savings, 
but this time with what might almost 
be called scare copy. Picture of a tired 
woman over a washtub—heading, “She 
doesn’t look like a brilliant pianist”’— 
copy, “She used to be when her husband 
was alive. But one day an automobile 
was too quick for him.” Another pic- 
tures a scrub woman scrubbing. Head- 
ing, “But he never was a saving man.” 
Copy, to the effect that her husband 
made good wages while he was alive, 
but now he’s gone and. . . . Yes, the 
rest of the copy, in both cases, proves 
one’s deductions to be correct. No sub- 
stantial savings left to make life easier 
after death had taken the bread-winner. 
These ads are presented in such a direct 
but inoffensive fashion that they produce 
a stop-read-and-think effect. 


@ The MARSHALL & ILSLEY BANK, 
Milwaukee, Wis., talks the people's 
language in one of its newer advertise- 


ments by calling a loan a “sale.” Sounds 
strange, at first, but “In successful 
banking as in successful business the 
quest for a sale must be confined to those 
who can pay.” And so it is. In the 
ad the analysis was carried still further 
on into the realms of sound banking. 
We hope the Marshall & IIsley will 
make many more “sales” from this sort 
of explanatory-merchandising copy, as 
indeed it should. 


@ The MONTCLAIR TRUST COM- 
PANY, Montclair, N. J., is out for 
small accounts and out to explain the 
check business. It makes no bones about 
doing either. One ad headed “Small 
accounts are welcome at this bank” ex- 
tends that welcome in the copy and ex- 
plains that “the account of each of these 
depositors stands on its own feet—pays 
its own way. Some of these accounts 
may not pay us a profit—but they are 
not carried at a loss. The depositor has 
every right to feel that his self-sustain- 
ing account is an asset to us—not a 
‘bother.””” This is a novel quirk to the 
service charge situation and based, no 
doubt, on the assumption that from a 
lot of acorns will grow quite a few oaks. 
And why not? The check ads of this 
bank explain in simplified fashion the 
mechanics of the routine—the “15 to 
20 separate clerical and bookkeeping 
operations’——and so on, of check col- 
lections. So, they’re selling checks to 
the town of Montclair and selling the 
idea of small, pay-as-you-go checking 
accounts—which seems to be good bank- 
ing, good business, and good service to 
the community. 


@THE AMERICAN NATIONAL 
BANK in Nashville, Tenn., is certainly 
telling its town that it holds a vital 
place in the community welfare. Two 
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of their advertisements will illustrate 
how thoroughly this is being done. The 
illustration of one is that of a large 
bridge; the heading “Bridging the Sea- 
sons’; copy to the effect that every 
business has its seasons of peaks and 
valleys in sales or production—that bor- 
rowed money levels this variation—that 
bridging the seasons was a service ren- 
dered by the bank—that over nine mil- 
lion dollars were loaned during the first 
nine months of 1934. Furthermore, the 
ad gives the figures. One column lists 
the nine months. The next, the num- 
ber of loans for each month. And 
finally the amount of those loans. A 
total of 3623 loans for $9,369,477.99. 
Another ad was headed, “When clouds 
hovered the service continued . . .” The 
illustration, of course, tied in with the 
head. The copy pointed out the broad 
loaning policies of the bank. And again 
the table of months and loans was used. 
Other advertisements of the same nature 
(headed, for example, “Giving an un- 
derstanding ear”), always with the table 
of figures, combined to prove a most 
effective silencer to any critics who, in 
a hearty and half-cocked fashion, might 
give haphazard vent to their feelings by 
saying, “It’s the banks that got us all 
busted. They got the money and we 
ain't. It ain't right, that’s all. Look 
what the papers say . And so on 
far, far into the night. 


@ Another bank which isn’t going to 
take it lying down is THE FIRST NA- 
TIONAL BANK OF ATLANTA, 
way down in Georgia. Business has 
been making passes at the banks, and 
now the shoe is on the other foot. Pub- 
lished in Atlanta dailies during the week 
of November 4, one ad starts off “We 
Are Ready If You Are.” Then a quo- 
tation from Henry Ford's article in the 
American Magazine for October, “The 
function of money is not to make money, 
but to move goods. Money is only one 
part of our transportation system. It 
moves goods from man to man. Then, 
in larger type, the copy, “Ninety per 
cent. of business is transacted through 
the medium of checks—drafts—loans. It 
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is the Bank’s business to provide the 
motive power for moving goods; the 
job of Business Men to do the moving.” 
The second and final paragraph is a 
three-line invitation to those with sound 
enterprises to come and get it and take 
it away. In fact, the ad seems to us to 


be a pretty neatly turned compliment. 


@Here indeed is a recovery note. 
BROWN BROTHERS HARKIMAN 
& CO., New York, Boston and Philadel- 
phia, are running an explanatory series 
en private banking and orttering booklets 
describing their services. Number two 
of the series headed “Merchant Into 
Banker” outlines the origin of the firm 
as importers of merchandise—rehearses 
the growth of the nation—the loaning 
of money to other merchants—the trans- 
formation into a merchant bank, pri- 
vately owned. “It thinks of credit pri- 
marily in terms of commerce, and feels 
that the main objective of good banking 
is the facilitation of commercial busi- 
ness." Very attractive advertisements, 
and most encouraging, too. 


@ The new Revenue Act of 1934 has 
caused a certain amount of brow fur- 
rowing among those whose estates range 
from a quarter of a million to ten mil- 
lion dollars. (These million dollar fig- 
ures are awfully easy to rattle off on a 
typewriter.) Anyhow, the CENTRAL 
HANOVER BANK AND TRUST 
COMPANY, New York City, in a 
study on “Compare the Costs” gives 
figures needed in transferring estates by 
three different methods varying widely 
in cost. A well-worded letter was sent 
out to a selected list of names and ten 
days after this mailing appeared the 
newspaper advertising headed “Estate 
Transfer Costs Under The New Reve- 
nue Act” showing figures on the cost 
imposed on estates of one, five and ten 
million dollars. The returns from both 
direct mail and the newspaper advertis- 
ing were remarkably good, especially as 
the ads were not couponed. Even after 
a month and a half direct mail inquiries 
still come in, apparently under the stim- 
ulation of newspaper announcements. 
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People, it seems, are still interested in 
doing what they can to protect their 
wealth. 


@ There is no better way of starting a 
comment on this advertisment run by 
the NEW YORK SAVINGS BANK 
ASSOCIATION, State of New York 
(Group IV) than to quote the heading 
which reads, “Fancy Meeting You 
Here.” Why? Picture, please, the con- 
ventional receiving window of a sav- 
ings bank. Arriving before it at the 
same time, and with pass books clutched 
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in their hands, are the Hare (not the 
March Hare, either) and the Tortoise. 
Yes, actually. The Hare is dressed in 
coat, vest, collar and tie, but the Tor- 
toise is, ah, nude—which might seem 
strange until one tries to put a coat 
and vest on a tortoise, or even a pair 
of pants, for that matter. Anyhow, the 


illustration takes up most of the ad, but 
the copy points out that Mr. Get-There- 
Quick and Mr. Get-There-Sure agree 
at last, and both find a savings account 
a most satisfactory means by which to 
gain their “mutual” objectives. 


Anniversaries and Anniversaries 


@ The FIRST NATIONAL BANK @ 
TRUST CO., Vicksburg, Miss., cele- 
brated during the latter part of October 
its fiftieth anniversary in a rather un- 
usual manner. The Vicksburg Evening 
Post published a twenty-page supple- 
ment to its regular newspaper edition 
on October 23 which told the bank’s 
history. Old pictures and numerous 
items from the local news of 1884 re- 
called the times and circumstances of 
the bank’s opening a half century ago. 
Included were photographs of the di- 
rectors, officers and personnel of the 
bank along with their personal histories. 
Fifty congratulatory advertisements were 
also published—vigorous tributes to the 
esteem in which the bank is held by its 
associates and customers. May we too 
extend our best wishes, even at this late 
date (the earliest we could break into 
print with them), and express the hope 
that even with the splendid record of 
the bank until now, the first fifty years 
will be found to be the hardest. 


€ Here’s a different sort of an anniver- 
sary, and one which we were quick 
enough to sneak into last month’s de- 
partment. Since then we have had some 
additional information about the first 
hundred advertisements written by 
“The-Man-On-The-Street” for THE 
CITIZENS AND SOUTHERN NA- 
TIONAL BANK, Atlanta, Georgia. It 
isn’t often that an advertising campaign 
has any sort of commemoration, but if 


this one doesn’t deserve some sort of 
anniversary, what one ever will? The 
bank has issued a 104 page book re- 
producing the first hundred visits of this 
noteworthy individual to The Citizens 
and Southern—and a copy of it was 
sent to every one of the bank’s cor- 
respondents throughout the country. The 
campaign is a frank, open exposition of 
the principles and functions of sound 
bank operation and in this respect might 
carry the signature of any well-managed 
bank in the country. It is the longest 
continuous advertising series with one 
basic underlying theme in the history of 
banking, and covered all phases of bank- 
ing including Bank Loan Policies, 
Credit-Building, Bank Relations, Busi- 
ness and Banking, Life Insurance, Sav- 
ings, Safe Deposit and Trusts. In the 
foreword William Murphey, president 
of the bank, states: 


When people deposit their money in a 
bank ... it must be recognized that they 
have a claim on the financial institution 
which houses that money. The claim is not 
merely for the money itself. The claim is 
the right to become possessed of knowledge 
concerning the operations of that institution 
-—its policies and purposes. A bank under 
suspicion is a bank with a weak foundation. 
Lack of knowledge begets such suspicion. 
. . . It was with a consciousness of these 
facts and some understanding of human 
nature that we began nearly three years ago 
a program of interpretation. ...In_ this 
spirit of open handed frankness have we 
endeavored to create for people generally a 
better understanding of the functions and 
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principles of sound banking—to the end that 
there might be complete co-operation with- 
out friction or distrust between our bank and 


the ““Man-On-The-Street.” 


And Lewis F. Gordon of the Adver- 
tising and Public Relations Department 
makes this comment: 

The banker of today must realize that his 
institution is definitely tied in with the finan- 
cial system of the nation. No matter how 
well he conducts his bank, it will suffer if 
mass opinion is critical of banks as a whole. 


Three years of successful practical 
experience with this program definitely 
takes it out of the theoretical class and 
the campaign, like a well-known con- 
fection, induces that “The more you eat 
the more you want” feeling. 
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@ And while we're at it, we ought to 
do something about the CENTRAL 
SAVINGS BANK in New York City. 
Readers of New York City newspapers 
are well acquainted with its little ads 
which, with their cartoon illustrations 
and snappy, pointed copy, have a habit 
of dominating the page. And certainly 
no one could blame the readers for this. 
For during the week of November 5 
the bank ran its 313th consecutive 
weekly advertisement and repeated the 
first ad they ran as a start of the cam- 
paign six years ago. The copy theme, 
of course, showed an amazing variety, 
but the bank claims a national record 
among savings banks for consistency and 
for perpetuation of style. 


Keeping Pace with Some Old Friends 


Wherein We Catch Up with Some Well-Established Campaigns 
Mentioned from Time to Time in This Department —Just 
to See What’s Happening to Them, and How 


@ THE CLEVELAND TRUST COM- 
PANY, Cleveland, Ohio, continues its 
we-knew-them-when campaign. One of 
the more recent ads in the series pictures 
the First Methodist Church as it was 
when the Cleveland Trust was founded. 
The copy mentions that the location of 
the church seen in the picture is now 
that of the Cleveland Trust’s main 
ofice. Anyone who looks at the picture 
and calls to mind the present location 
of the bank will get the idea right quick. 


@THE FIDELITY UNION TRUST 
COMPANY, Newark, N. J., extends 
its drive for sound loans through its 
idea of large illustration and short copy. 
For example, a tall, sizable busy-looking 
factory—an airplane overhead. Copy, 
“Commercial Banking” (as heading) 
“ . . this bank is seeking good com- 
mercial loans” (sub-head). That's all 
but the signature—all that’s necessary, 
too. 


@ THE COMMERCIAL NATIONAL 
BANK AND TRUST COMPANY, 


New York City, keeps reminding people 
that it is a source of funds for various 
industries. During October this bank 
bowed, in one of its ads, in the direc- 
tion of the rubber industry. In No- 
vember, it bowed to the glass industry. 
As usual, much illustration—in the case 
of glass, a row of five gallon jugs (or 
what would you call them?) and short 
copy which starts off with glass and 
ends up with the bank and credit. Any- 
one would be a numbskull who didn’t 
deduce that this bank is equipped to 
understand the requirements of many 
businesses and is ready to help when- 
ever possible. 


@ The fifty-fifth advertisement of the 
IRVING TRUST COMPANY, New 
York City, campaign, published on Oc- 
tober 31 was too late to catch our No- 
vember number. It talked about the 
conservation of wealth for productive 
use in the public interest. A difficult 
subject for newspaper advertising, but 
done so attractively and disarmingly in 
the series’ usual unusual style that the 
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sugar-coated bit of knowledge was pleas- 
antly swallowed and easily digested. 


@THE SECURITY NATIONAL 
BANK down in North Carolina con- 
tinues to “tell all.” In one of its later 
ads, the bank goes so far as to admit 
that, like other businesses, it has its 
problems to solve, taxes to pay, and 
losses to take—and hints at the diplo- 
macy necessary to balance the demands 
of stockholders asking for larger divi- 
dends, employes asking for higher wages, 
creditors asking for prompt payment, 
and customers asking for lower prices. 
That the efforts of this bank towards 
clarifying its position in the community 
have been successful is indicated in an- 
other advertisement which mentions 
that “Before this bank was a year old, 
$476,100 was realized from an original 
investment of $450,000 in our stock.” 
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@ THE BANK OF NEW YORK AND 
TRUST COMPANY, New York City, 
has kept plugging away on its series ex- 
plaining the advantages of its investment 
analysis organization. Frankness is an 
earmark of this series. An ad last 
month says, in part, “The Investment 
Research organization of this bank 
makes no pretense of being infallible. It 
has no way of overcoming a funda- 
mental dificulty—inability to read the 
future . . . an organization of trained 
men devoting their entire time to the 
task will make fewer mistakes than the 
average individual who tries single- 
handed to combine investment manage- 
ment with some other full-time job.” 
That is aptly said, and a real message 
is delivered. Who was it that said mer- 
chandising a bank’s services was undig- 
nified? Seems as though he was wrong, 
sort of. 


They Were Advertising Trusts in Those Days 


A Few Glimpses into “Financial Advertising in 1929,” a Book Edited 
by Richard F. Durham, and Published, in Those Good 
Old Days, by The Bankers Publishing Company 


@ Headed, “Expert and Disinterested 
Investment of Trust Funds,” the 
BANKERS TRUST COMPANY, New 
York, in one of its then current ads (re- 
member, this was in 1929) stressed the 
high specialization necessary to produce 
the “best yield compatible with safety 
and to comply with the law and the pro- 
visions of the trusts. . . .” It was a good 
ad, too, dealing with one phase of trus- 
teeship and distinguished by the excel- 
lence of copy, layout and typography. 
The sketched illustration, identifying 
the series, showed Trinity Church and 
rising in back of it the Bankers Trust 
building, that “Tower of Strength.” 
Much water has gone over the dam since 
the time when this bank indulged in 
service merchandising such as this. 
Readers of New York City newspapers, 
however, have been reminded of late 
that the bank hasn’t forgotten its 
“Tower” and we hope this is but a 


forerunner of a resumption of some 
more good merchandising. 


@In 1929, the BIRMINGHAM 
TRUST AND SAVINGS COMPANY, 
Birmingham, Ala., presented in one of 
its ads actual figures in estate admin- 
istration “typical of many handled by 
this Institution's Trust Department.” 
The plan was well used and gave an 
excellent argument for appointing the 
institution as trustee of an_ estate. 
Though only three lines of copy were 
devoted to “selling” the bank’s trust 
department directly, this particular ad- 
vertisement brought at least one worth- 
while estate into the bank’s trust depart- 
ment. One wonders whether human 
nature has changed so much in the past 
few years as to render it unsusceptible 
to the appeal of conserving estates by 
placing them in trust. At least, we all 
still like to eat. 
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GIf our good friend in this sea of 
trouble will excuse us, we will quote 
him verbatim. Mr. Durham, who 
edited “Financial Merchandising in 
1929” back in the days when stocks 
didn’t remind one of a pillory, says in 
commenting on a perfectly swell-looking 
advertisement, “By emphasizing the 
shrinkage of estates, this strikingly good 
advertisement of the CENTRAL HAN- 
OVER BANK AND TRUST COM- 
PANY of New York, brings forcibly 
to the mind of the owner of a large es- 
tate the necessity for expert counsel in 
making up his estate plan. That the 
advertisement was unusually successful 
is shown by the fact that inquiries in 
regard to estates worth $49,000,000 were 
brought into the bank from this single 
piece of copy.” At the moment of 
transcribing these words, the Goodyear 
blimp sailed by our window reminding 
us that our 1929 car needs tires, and 
if this seems far fetched, we apologize. 


@ Still harking back these four years 
(or is it forty—sometimes it’s hard to 
remember) we find a CHICAGO 
TITLE AND TRUST COMPANY, 
Chicago, Ill., ad head “Protected Liv- 
ing Trusts—Four Safeguards.” The 
four safeguards are experience, finan- 
cial responsibility, unbiased investment 
judgment, and a $2,000,000 special re- 
serve fund—each of which was ampli- 
fied in the copy. This advertisement tied 
in with the company’s general advertis- 
ing by the use of the feature illustra- 
tion and by the copy theme, both of 
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which emphasized protection. This par- 
ticular type of advertising, devoted to 
selling special forms of trusts, was used 
exclusively by the company during the 
first part of 1929, institutional copy be- 
ing run the latter part of that year. The 
company advertised approximately forty 
weeks out of the year using six Chicago 
daily newspapers on a staggered sched- 
ule and was supported by direct mail- 
ings and personal solicitation. Gala days, 
those, for the newspaper publishers, and 
for the company as well. 

Paul P. Pullen, who engineered the 
campaign for the company would prob- 
ably tell us that the good will and busi- 
ness engendered by this advertising car- 
ried well over into the “dark ages” and 
even now shows occasional evidence of 
power. Apparently the Chicago Title 
and Trust Company decided that ad- 
vertising paid, for it is still advertising. 
A recent series pictures various types 
of houses—copy aimed to stimulate a 
desire to own a home—and each ad lists 
three suggestions: “Select a home you 
can afford to own; make sure it is con- 
venient to schools and transportation; 
insist upon a title guarantee policy by 
Chicago Title and Trust Company.” 

But enough is enough, for the more 
we delve into what once was the worse 
we find ourselves feeling—until, of 
course, we start thinking about what is 
to be. And unless someone sandbags us 
for this crystal-gazing into the past, 
we'll gather our strength by this time 
next month and see what some of the 
other banks were doing—back in 1929. 


Here, Indeed, Is Something New Under the Sun 


BANK statement in type is al- 
A a bare-looking thing and no 
one ever seemed to discover any 
unusual way to dress one up . . . until 
the November issue of Fortune appeared 
with a bank statement that looked like 
a bronze tablet. Irregular lights and 
shades like the polished spots on bronze; 
raised letters; shadows . . . it had all 
the earmarks of a plaque. 
It was the statement of the FARM- 


ERS DEPOSIT NATIONAL BANK 
of Pittsburgh, Pa., and resulted from a 
long series of experiments. Here is how 
it was done, according to what the 
bank’s advertising agency told us. 

All the other ads in the Farmers’ 
magazine series have splendid illustra- 
tions that give life and “color” to the 
page. The plain type figures of the 
statement which appeared every third 
month seemed out of step with the series. 
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Numerous experiments were made with 
type designs but nothing seemed suit- 
able. Then a plain reverse plate was 
discussed. That, however, was too black 
and had no distinction. But it did sug- 
gest the possibility of some method 
which would show the figures as though 
in relief. 

The effect of relief, of course, is given 
a picture by the shadows from the let- 
ters and the contrasting tones of letter 
face and background. In pictures this 
is done by the artist who draws the let- 
ters and puts in the shadows and tones. 
Obviously it would be impossible to have 
an artist fetter or retouch anything 
which contains so many small figures 
and letters as a bank statement. It 
would have taken too much time and 
too much money. 

Finally the statement was set in type 
and a very careful press proof was 
made. This proof was placed in front 


of a photo-engraver’s camera and a 
negative was made, exactly as if a regu- 


lar “line” cut were being planned. In 
making a “line” cut, the engraver makes 
a negative with his camera, lays this on 
a zinc plate and reproduces it on the 
metal. On the metal of course the writ- 
ing appears backwards as it does on any 
printing plate. In this case, however, 
the plate was not to be used to print, 
and should not be in reverse. There- 
fore the negative itself was reversed be- 
fore it was applied to the zinc. 

The making of this zinc plate was one 
of the most careful steps in the opera- 


tion, as it had to have an absolutely 
smooth background without any “rout- 
ing” of the plate. 

These tones naturally covered the 
lettering as well as the background and 
the letters themselves then had too little 
contrast to make them easy to read. This 
was corrected by taking the plate to a 
printing plant, where it was put on a 
proof press and inked with white ink. 

The plate next went to a_photog- 
rapher who placed it up before his 
camera and threw strong light from one 
side to create shadows beside the letters. 
This gave it the feeling of relief letters. 
it was then photographed. 

The artist took this photographic 
print for a little touching up . . . very 
little was needed . . . and the engraver 
then made an ordinary 133-screen half- 
tone plate. This was the plate which 
the magazine used. 

The method, so far as can be ascer- 
tained, is original, and the cost is neg- 
ligible compared with any other method 
of obtaining such an effect. It was 
worked out by John S. Smith and E. B. 
Coll, vice-presidents of the Farmers’, 
and by the bank’s agency, Ketchum, 
MacLeod and Grove, Inc. 

After the zinc plate had been photo- 
graphed, the plate itself was placed in 
an easel frame and was set up on the 
desk of one of the officers of the bank. 
Certainly no one would blame anyone 
in the bank or the agency for viewing 
it with much pride any time an op- 
portunity, real or manufactured, pre- 
sented itself. 





R. S. HECHT 
New president of the A. B. A. 


THE new president of the A. B. A. was born in Germany 
and saw service with several European financial institutions, 
which he considers the beginning of his financial education. 
In 1903 he came to the United States and promptly enrolled 
at the University of Chicago and the American Institute of 
Banking. In 1903 he found a job with the National Bank 
of the Republic in Chicago. Two years later he moved to 
the Commercial National Bank of Chicago as assistant foreign 
exchange manager. In 1906 he went to New Orleans to 
occupy a similar position with the Hibernia Bank and Trust 
Company. He has been with this bank ever since, serving 
successively as bond officer, trust officer, vice-president, presi- 
dent and chairman of the board to which latter office he was 
elected in 1933 when the bank was made into the Hibernia 
National Bank. 





The American Bankers Association 
60th Annual Convention 


Co-operation with Administration Stressed — Some Independents 
Speak Out — Officers Maintain Control — President 
Roosevelt’s Address Is Non-Committal — 

Effect on Public Relations Good 


HE convention this year was a 
political triumph. It almost failed 
to be, but skilful management 
steered it through the rocks of incipient 
division. 

Ever since President Roosevelt re- 
ferred, in his inaugural address, to “driv- 
ing the money changers from the 
temple,” bankers have, for the most part, 
been excluded from the list of his ad- 
mirers. His monetary and financial 
policies have done nothing to change 
this attitude. And in the last year the 
repeated inference by him or his aides 
that banks were impeding recovery by 
refusing to loan as freely as was justi- 
fied has not promoted friendly relations. 

More and more in the months pre- 
ceding the convention, bankers had be- 
come outspoken or covert critics of the 
Administration. They blamed it for the 
failure to achieve anything out of the 
fair trade practice provisions of their 
code. They blamed it for the constantly 
growing government debt, too much of 
which had been unloaded on the banks, 
in the opinion of many of them. They 
were particularly resentful over the 
President’s recent invidious comparison 
of American bankers with British bank- 
ers. They showed their resentment by 
failing to subscribe to the latest govern- 
ment bond issue with the expected en- 
thusiasm. They came to Washington 
full of fight, some of them. 

The executive officers of the associa- 
tion apparently had other plans. Per- 
haps they realized, more clearly than 
the rank and file, that the Administra- 
tion is still very popular (this was be- 
fore the election). At any rate, it seems 


to have been the officers’ idea to make 
the theme of the convention co-operation 
with the Government. To that end the 
program of the general sessions was 
given over almost exclusively to ad- 
dresses from practically all the leading 
financial officers of the Government. The 
only significant omission was Secretary 
of the Treasury Morgenthau. It is not 
known whether this was deliberate or 
not. 

The exposition of government philoso- 
phy, policies and programs, was to reach 
its climax in a special session on Wednes- 
day night, October 24, when Presi- 
dent Roosevelt himself was to speak. 

The day before the convention opened, 
as if to set the keynote, President Law 
held a press conference. “I believe,” 
he told the reporters, “the bankers are 
willing to put their shoulders to the 
wheel and to co-operate in every way 
possible that does not interfere with 
good banking or jeopardize the trust of 
depositors in banks.” He added that 
banks feel that U. S. government secu- 
rities are “still the best in the world.” 


DISSENTING VOICES 


The convention opened on Monday, 
October 22. with the meeting of the 
State Bank Division at 9:30 a. m. Im- 
mediately, evidence began to appear that 
not all the bankers were in the pacific 
frame of mind of their leaders. In the 
midst of a harmless-sounding speech on 
“Some Practical Phases of Bank Man- 
agement” forthright Robert M. Hanes. 
president of the Wachovia Bank and 
Trust Company, Winston-Salem, N. C., 
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came to the subject of investing in gov- 
ernment securities. This seemed to touch 
a responsive chord, and suddenly all the 
pent-up resentment burst forth in a few 
sentences. 

“I think the President’s inferential 
comparison of the bankers of this coun- 
try with those of England in his last 
fireside talk,” said Mr. Hanes, “was 
totally uncalled for and unfair. We 
are accused of not co-operating with the 
government's financial program when 
we are carrying over half the govern- 
ment debt, whereas the British banks 
hold only 11 per cent. of their govern- 
ment’s internal debt. Very few chances 
have been missed to hold bankers up to 
ridicule on the one hand, while on the 
other we are being asked to co-operate 
and assist in the support of all the gov- 
ernment’s fiscal operations.” 

Mr. Hanes then admitted, “I am quite 
too stupid to understand the economic 
theories which are being expounded here 
at Washington. It is entirely foreign 


to my thought,” he continued, “that any 


individual, group of individuals, or 
branch of government can borrow its 
way out of debt, or, by destroying what 
we have, increase our assets.” 

No sooner had Mr. Hanes finished 
than the cudgels were taken up by John 
G. Brown, lawyer, of Helena, Montana. 
Mr. Brown’s address was one long de- 
nunciation of the Frazier-Lemke bill, 
which, he said, “destroys in toto the 
principle of the inviolability of private 
contract.” “Further,” he said, “it uses 
what was intended to be a constitutional 
guaranty of equality and personal rights 
as a vehicle for vicious class legislation.” 

Both these addresses brought forth 
tumultuous applause, according to the 
newspapers and news magazines. 

In the afternoon of the same day, 
Frank P. Bennett, Jr., editor United 
States Investor attacked from another 
angle, in the meeting of the national 
bank division. He found the proposal 
for the central bank, which has recently 
emanated from circles close to the Ad- 
ministration, “as grotesque as a picture 
from Alice in Wonderland.” When 
the motives behind the proposal are con- 
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sidered, “it takes on an ominous aspect,” 


he said. 
PEACEMAKERS AT WORK 


These attacks on the Administration, 
when the stage was set for co-operation, 
surprised both the leaders of the A.B.A. 
and the President of the United States. 
According to the newspapers, A.B.A. 
President Law paid a hurried visit to 
the White House that night, in the at- 
tempt to smooth things over. Later he 
talked to reporters, and again played 
on the co-operative theme. So did other 
unnamed bankers, who were quoted. 

On Tuesday, October 23, the general 
sessions opened, and Mr. Law had a 
chance to pour more oil on troubled 
waters, in his presidential address which 
is printed in full elsewhere in this issue. 
Meantime, nothing more of a disquiet- 
ing nature happened. 

Nevertheless, when President Roose- 
velt came to address the delegates on 
Wednesday night, October 24, he was 
preceded by an unscheduled speech by 
Jackson E. Reynolds, president of the 
First National Bank, New York, N. Y. 
The reason for the insertion of this item 
in the program will be apparent from 
the following summary of Mr. Reynolds’ 
remarks: 


“Because of events with which we are 
all familiar, there exists today, I regret 
to confess, evdence of misunderstand- 
ing between many of our country’s 
bankers and those whose duty and re- 
sponsibility it is to administer the af- 
fairs of the country. I am profoundly 
convinced that this contributes to the 
ills from which we are suffering, and I 
believe its removal will greatly promote 
the welfare of our country. 

“I should like to address a few brief 
observations to the bankers tonight in 
the form of questions to which I ask no 
vocal response. 

“The first question is: Is it avoidable 
that either through private philanthropy 
or the appropriation of public funds the 
destitute, unfortunate and unemployed 
must be cared for? 
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“Second: May we not be in error in 
expecting too early a date at which, 
even with the strictest economy and in- 
tegrity of administration, the budget may 
be balanced? 

“Third: If any one of us had the 
grave responsibilities and duties of the 
President of the United States, and 
were facing, as he is. international 
monetary instability abroad and diverse 
demands for inflation at home, would 
we at one stroke both tie our hands 
vis-a-vis the currencies of Europe and 
the Orient and risk consolidating into 
one irresistible program the inflationary 
demands here, by making a statement 
today that the very definite stablization 
of the dollar effected last January and 
since maintained should stand for all 
time and under all circumstances?” 

In this perplexing state of affairs Mr. 
Reynolds suggested that it is reasonable 
to expect wiser decisions, more likely to 
be productive of good for the country 
if the attitude of antagonism were 


abandoned for one of co-operation. 


“And with the foregoing in mind, 
Mr. President,” he concluded, “I feel 
that the banking fraternity in the last 
two years has endured enough mass pun- 
ishment so that it is now in such a 
chastened and understanding mood that 
you can accept with hospitality any 
overture of co-operation on the part of 
the leaders of that fraternity.” 


WHAT THE PRESIDENT DID NOT SAY 


The address of President Roosevelt 
was a disappointment to those who 
hoped that he would discuss some of 
the important financial, monetary and 
banking problems of the day. He gave 
no inkling of what attempts would be 
made to balance the budget; whether 
there would be no further devaluation 
of the dollar or currency inflation; what 
further changes in banking legislation 
he favored. He contented himself with 
an invitation for co-operation. 

“In its relation with the bankers, the 
purpose of the Government should be 
threefold,” he said. “First, to promote 
the confidence of the people in banks 
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and banking in view of the important 
service that banks and banking may per- 
form for the people as a whole. Second, 
to make this confidence a real and liv- 
ing thing by assisting banks to render 
themselves useful and worthy of this 
confidence through wise supervision. A 
third purpose now offers itself, and I 
wish with all earnestness to press this 
point tonight. Government should as- 
sert its leadership in encouraging not 
only the confidence of the people in 
banks, but the confidence of the banks 
in the people. In March, 1933, I asked 
the people of this country to renew their 
confidence in banks. They took me at 
my word. Tonight I ask the bankers 
of this country to renew their confidence 
in the people of this country. I hope 
you will take me at my word. 
“Wealth grows when men co-operate; 
but it stagnates in an atmosphere of mis- 
understanding and misrepresentation. It 
is not in the spirit of partisans, but 
partners, that America has progressed. 
The time is ripe for an alliance of all 
forces intent upon the business of re- 
covery. In such an alliance will be 
found business and banking, agriculture 
and industry, and labor and capital. 
What an all-American team that is!” 


MR. LAW SUMS UP 


The next day President Law, in the 
course of a press interview, accepted 
President Roosevelt’s invitation. 

““We desire to assure the President,” 
he said, “that the banks have full con- 
fidence in the people. The banks have 
always been in alliance with industry, 
labor, business, and agriculture, and the 
President’s call for a closer alliance will 
meet with our full response. 

“The address of Mr. Reynolds and 
the message of the President were com- 
plementary. Mr. Reynolds gave assur- 
ance of the bankers’ desire to co-operate 
fully with the Government in every 
sound recovery effort. The President, 
in accepting this assurance, pointed out 
the directions in which such co-operation 
may be extended. The addresses point 
the way for further understanding and 
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co-operative effort. They promise the 
clearing up of misunderstanding and 
the creation of an atmosphere of mutual 
respect and confidence. In such an at- 
mosphere the banks can and will do 
their full duty.” 

Thus, in spite of the difficulties en- 
countered at the beginning of the con- 
vention, the co-operative motif was not 
only maintained, but, in the opinion of 
some observers, so maintained as to 
create a better public attitude toward 
banks. For, as the convention progressed, 
the headlines carried the news of the 
struggle for co-operation, reiterating the 
word, reporting gradual progress each 
day, and finally ending on the har- 
monious notes sounded by Messrs, Rey- 
nolds, Roosevelt and Law. 


RESOLUTIONS REFLECT COMPROMISE 


With this background, it is easy to 
understand why the resolutions adopted 
by the convention on Thursday morning, 
October 25—after the conflict—were 
such pale, inoffensive expressions. Ob- 
viously they represented a compromise 
between the wish to speak out forcefully 
on certain public questions, and the de- 
sire of the leaders that nothing be said 
which would again offend the Admin- 
istration. Thus, on bank credit the reso- 
lutions said: 

“Reports indicate encouraging signs 
that business is now beginning to seek 
a greater volume of bank credit, which 
has been and is available for its use. It 
is to be hoped that to a steadily increas- 
ing degree industry and trade will avail 
themselves of the comprehensive bank- 
ing facilities which both government au- 
thorities and bankers are recommending 
that they utilize.” 

Then, in mild language, but at con- 
siderable length, the resolutions dilated 
on the necessity and desirability of a 
balanced budget. 

“The American Bankers Association 
believes.” they said, “that the establish- 
ment of a balanced national budget at 
the earliest possible date is essential to 
the national welfare and an important 
factor toward world recovery. 
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“While thus declaring our conviction 
that a balanced budget is the cornerstone 
of sound financial policy, whether pub- 
lic or private, we nevertheless recognize 
that emergency expenditures are at times 
called for in the interest of human wel- 
fare. 

“While the outlays called for last 
year were greater than those included in 
any other peace-time budget in our his- 
tory, the President wisely took occasion 
to call attention to the fact that these 
expenditures should not be continued as 
a matter of permanent policy. 

“We earnestly urge our members to 
support this sound policy that we should 
return to a definitely balanced budget. 

“The re-establishment of a balanced 
national budget would eliminate the fear 
of currency inflation. It would insure 
the stability of our monetary system, 
which is fundamental to the general 
development of aggressive business plans 
as a major element in national recovery, 
reeemployment and economic security. 

“Finally, it would be a decisive influ- 
ence in keeping the burdens of taxation 
within the capacity of productive effort 
and enterprise.” 

ATTENDANCE LARGE; A SUCCESS 

The attendance at the convention was 
the largest for several years. It was 
noted that the representation from New 
York City was particularly impressive, 
probably drawn by the reports of con- 
flict over co-operation. Apparently the 
New York bankers, following the course 
of Washington affairs closely, are con- 
vinced that failure to co-operate would 
bring further reprisals through govern- 
ment action. 

The large turnout from other regions 
can be explained by a number of fac- 
tors, all of which undoubtedly had some 
influence: 

1. The attractiveness of Washing- 
ton as a convention city. 

2. The heightened public interest in 
Washington in the last two years. 

3. The improvement in banking con- 
ditions. which made a number of bank- 


ers feel that once more they could spare 
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the time and money necessary to attend 
the convention. 

It was a working convention. Most 
of the sessions were crowded. ' There 
was an entertainment program, but out- 
side of the golf tournament (without 
which no convention would be com- 
plete) it consisted of little besides in- 
formal receptions at the Corcoran Gal- 
lery of Art and the Pan American 
Union. Even the golf tournament was 
put off until the convention was over. 
Those who attended, therefore, could 
hardly fail to add to their store of in- 
formation on banking and government 
as it affects banking. 

The convention was a success. It 
pleased those speakers before its sessions 
who had a chance to express opposition 
to certain governmental measures and 
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policies. Their right to free speech had 
been maintained, and they had asserted 
their independence. It pleased the dele- 
gates who held similar views, for they 
heard their views advocated. It pleased 
the proponents of co-operation. They 
had the exhilaration of overcoming op- 
position in achieving their goal. It prob- 
ably pleased the President of the United 
States by reassuring him that he still 
holds the upper hand. And it should 
have pleased the association officials and 
executives by the amount of interest it 
aroused among bankers, and by the 
quantity of the right kind of publicity 
it engendered. 

A convention which is able to satisfy 
so many divergent factions at the same 
time can be accurately classified by only 
one phrase. It was a political success. 


The General Sessions 


HE general sessions of the conven- 
tion were government affairs this 


year. Nothing else was to be ex- 
pected. With the convention being 
held in Washington, and with the Gov- 
ernment dominating the financial situa- 
tion so completely, it was but natural 
that practically all of the addresses be- 
fore the general sessions should be made 
by government officials. Only two—the 
opening address by the president of the 
association, and the closing address by 
David Lawrence—were delivered by 
others. 

For the balance of the sessions the 
delegates listened to the functions, 
achievements, hopes, and intentions of 
various financial agencies of the Govern- 
ment, as expounded by the head of the 
Federal Deposit Insurance Corporation, 
the head of the Reconstruction Finance 
Corporation, aides of the Federal Hous- 
ing Administration, and the Comptroller 
of the Currency—the whole topped off 
by a speech by President Roosevelt him- 
self. 

In all of these addresses the common 
feature was the friendly note; the re- 
peated emphasis on the complementary 
relation between banks and the Govern 


ment; the obvious desire to enlist the 
co-operation of the banks in the Govern- 
ment’s program. Gone was the dictato- 
rial and insulting attitude of last year. 
Yet, for all the friendly air, no con- 
cessions were made to the bankers, even 
in the form of assurances of sounder 
financial policies by the Government. In 
spite of this, the mere absence of gov- 
ernment criticism was regarded by many 
as a step forward. 
CONFIDENCE AND THE F.D.L.C. 

Following our custom we are print- 
ing in full elsewhere in this issue the 
address by President Law which opened 
the sessions. In that address, in dis- 
cussing the bankers’ part in the recovery 
program, he pointed out that the coun- 
try has a right “to look to the bankers 
to be among those who lead in the 
movement to reawaken business confi- 
dence and initiative.” Bankers are al- 
ready enjoying the benefits of restored 
confidence. 

“It is my deliberate judgment,” said 
Leo T. Crowley, chairman of the Fed- 
eral Deposit Insurance Corporation, in 
his address on “Deposit Insurance as an 
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Aid to Banking,” “that the establish- 
ment of federal deposit insurance was 
a major factor in restoring and main- 
taining the confidence of the people of 
the nation in their banks. The public 
having now had the protection of de- 
posit insurance, I am confident that it 
will be futile for any proposal to be 
made to give up deposit insurance.” 

With this affirmation of faith Mr. 
Crowley plunged into an account of 
what the corporation has done in its first 
year of operation. He cited the 13,000 
examinations it was necessary to make. 

“It became increasingly clear during 
the examinations,” he remarked, “that 
capital structure of many banks was im- 
paired. This weakness of the capital 
structure became the concern of the cor- 
poration. We felt that it was not the 
function of the corporation to sit idly 
by, wait for failure and then pay the 
losses! 

“On this principle we have used our 
‘good offices’ in dealing with banks 
to promote a more adequate capital 
structure. We have encouraged them 
to secure local funds. Where local funds 
were not available, we co-operated with 
them in securing funds from the Re- 
construction Finance Corporation. We 
have used as a measuring rod a ten to 
one ratio of deposits to capital. 

“In helping to rebuild the impaired 
capital structure of banks applying for 
membership in the insurance fund, the 
Reconstruction Finance Corporation has 
disbursed for capital purposes over 
$800,000,000 to almost 5500 banks. The 
general result is that the banks are in 
the strongest position that they have 
been in this generation—stronger, I 
think, than they have ever been. 


LOSSES AND LICENSES 


“It has been a definite part of the 
policy of the corporation to promote 
and stimulate good management. There 
are many details of banking administra- 
tion and practice that we are interested 
in. One, particularly, is the practice 
of writing off losses currently. We have 
found institutions that paid dividends 
that should have been used to absorb 


losses then on their books and carried 
for a long time, and to build reserves 
to take care of losses as they occur.” 
This is one of the factors which vitally 
affects the insurance hazard. 

Another is the chartering of banks, 
“The failure of 14,000 banks in thirteen 
years is unmistakable evidence of the 
gross error that was made in the almost 
indiscriminate licensing of banks,” Mr. 
Crowley said. “We should not repeat 
that error. No new bank or bank branch 
should be licensed or chartered unless 
it is economically necessary in the par- 
ticular community. This is a problem 
upon which your judgment and your 
voice will be serviceable.” 


TO STRENGTHEN DEPOSIT INSURANCE 


Mr. Crowley then gave his personal 
views as to what changes should be 
made in the permanent deposit insur- 
ance statutes. The following are his 
recommendations: 


“1. It should no longer be mandatory 
upon the corporation to admit a bank 
to the benefits of insurance solely upon 
the basis of solvency. I strongly recom- 
mend that an adequate capital structure 
be a condition of admission to the fund, 
in addition to solvency. 

“2. The present limit of insurance of 
five thousand dollars for each depositor 
is a wise one, and should be definitely 
fixed in the permanent statute as the 
maximum. Over 97 per cent. of all the 
bank depositors in the United States are 
fully protected by the $5000 maximum. 

“3. We can materially help the bank- 
ing service in local communities if the 
corporation could purchase assets from 
banks in difficulty in order to facilitate 
mergers and consolidations where such 
would remedy the situation. 

“4. The corporation should have 
power to make appropriate rules and 
regulations in order better to effect the 
public purposes of the law. 

“5. In the interest of depositors of 
the banks and of the insurance fund 
itself, there should be a definite pre- 
mium payable annually. This will re- 
move the unlimited liability of banks. 
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“I realize that it is impossible now 
to work out, on an actuarial basis, the 
expectations of losses in bank insurance. 
But an approach to the problem can be 
made through a study of the actual 
losses over a period of years. This must 
be done in the future. ‘The losses in 
the past are no criterion for us. They 
must not be. That situation was in- 
tolerable. It is our purpose, with your 
co-operation, and the co-operation of 
other federal agencies, to prevent bank 
failures and bank losses, and to build 
a strong and sound banking system: 

“In closing, I want to emphasize the 
point that the Government is here to 
aid you—not to run your business. The 
main responsibility for sound and con- 
structive banking, helpful to the de- 
positor and to the country, must always 
rest on you—and on no one else. Owing 
to the great crisis in your business, Gov- 
ernment has come to your assistance. Its 
object is to promote self-help. Ameri- 
can banking has survived the chaos and 
shock of the crisis. But much needs 
to be done. There is a challenge to the 
ability and willingness of the surviving 
American bankers to give constructive 
service and leadership in the up-building 
of our country. Banking rehabilitation 
is a fundamental condition of general 
recovery. Let us not fail the country 
and the whole body of citizenship who 
rely on us to such a great extent.” 


MODERNIZING LOANS EXPLAINED 


Naturally the Federal Housing Ad- 
ministration, the latest government 
agency created to stimulate the use of 
bank credit and business activity, came 
in for a good deal of attention at the 
convention. Two of the addresses be- 
fore the general sessions were devoted 
to discussing it. The first was on the 
modernizing and renovating of homes, 
and was given by Roger Steffan, di- 
rector of modernization credits of the 
Federal Housing Administration. 

He began with an explanation of the 
plan. “Briefly and completely,” he said, 
“this is merely a plan of loaning sums 
up to $2000 for one, two, three—or in 


exceptional cases, five years—to prop- 
erty owners, to be paid out of income 
in monthly installments. The Govern- 
ment has fixed a maximum financing 
charge within which limit any bank 
may use the rate it pleases, to fit its 
community, its cost of operation, and 
its competitive situation. 

“There are only three requirements 
which must be stated by the property 


-owner to make the note insurable: First, 


that the applicant be the owner (or 
equivalent) of the property; second, that 
the applicant’s income be at least five 
times the annual payments required on 
the note; third, he must state that he 
will use the money solely for property 
improvement in accordance with the 
terms of the National Housing Act.” 
Other credit information may be re- 
quired by the banks, and it is hoped 
that it will be required, but it is not 
necessary in order to have the loans in- 
sured. 

Loans made under the Federal Hous- 
ing Administration plan have, accord- 
ing to Mr. Steffan, the following ad- 
vantages over ordinary bank loans to 
property holders: 

“1. On a modernization note you have 
Uncle Sam as endorser on a plan which 
all recorded experience appears to prove 
will take care of 100 per cent. of losses. 

“2. A modernization note can run 
from one to five years, with the com- 
plete benediction of the various examin- 
ing agencies. 

“3. A modernization note is good for 
100 per cent. rediscounting in an emer- 
gency. 


THE INSURANCE FEATURE 


“The insurance takes the place of en- 
dorsers, of collateral, of mortgages, of 
government bonds. It really protects 
the bank against 100 per cent. loss in 
individual cases, up to the full amount 
of the insurance reserve. If, for in- 
stance, $100,000 of original face value 
of modernization notes are placed on 
the books, the insurance reserve would 
be $20,000, against which the total losses 
of all defaulted notes may be charged. 
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At first, some had the impression that 
only 20 per cent. of any loan was in- 
sured and consequently a bank had an 
80 per cent. risk on every loan. That, 
of course, is not the case. 

“How safe is this business? How 
much of the insurance reserve is likely 
to be called upon?” Mr. Steffan an- 
swered these questions by citing the re- 
sults of six years’ experience with per- 
sonal loan business. In that time the 
credit losses amounted to only 14 of 1 
per cent. of the volume. If the notes 
had been unsecured, the losses might 
have run up to 1 per cent. These were 
on one-year loans. Losses increase at 
about the rate of 1 per cent. a year, so 
that on three-year loans they might run 
up to 3 per cent. Moreover, if all the 
business offered had been taken, instead 
of about 10 per cent. of it declined, and 
if that 10 per cent. had defaulted 100 
per cent. the losses might have run up 
to 10 per cent. or approximately half of 
the reserve. 

“That may sound almost  unbeliev- 
able,” said Mr. Steffan, “but to anyone 
who has studied the honesty, the de- 
cency, the sense of obligation of the av- 
erage person who meets certain stand- 
ard requirements, it is no surprise. Be- 
cause of that it has frequently been 
stated that ‘the American wage-earner 
is the best credit risk in the world.’ 

“Within such a borrowing group the 
property owner occupies a_ preferred 
position. He is fixed in his location. 
He has shown those qualities of thrift, 
frugality, love of family and home life, 
which mark him as a person above the 
average. You could go a long way to 
find a person more entitled to reasonable 
credit. This assumption is being borne 
out by reports coming in everv day that 
monthly payments on modernization 
loans are being made on the dot, many 
of them ahead of time, hardly any de- 
linguent, and all in the best of spirit. 

“IT want to discuss, with complete 
candor, the maximum financing charge. 
It should be fairly obvious that a small 
loan, with monthly payments or de- 
posits, costs relatively more to handle 
than a loan of several thousand or sev- 
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eral million dollars, paid off by the writ- 
ing of a single check or signing of one 
debit ticket. But a combination of cir- 
cumstances exists which makes it pos- 
sible for commercial banks to undertake 
this business. If bank funds and bank 
staffs were being utilized to the limit; 
as they were in 1929, circumstances 
would not be so favorable. But now 
in most instances a comfortable volumé 
of these loans can be handled by exist- 
ing staffs or with a moderate increase 
if the volume reaches a substantial total. 
Therefore, it is justifiable that the maxi- 
mum rate be fixed at a bargain level— 
at a lower rate than such time financing 
has ever been done in our history. 


PROFITABLE BUSINESS 


“On the other hand this is profitable 
business for banks—if not for other 
types of institutions. That is precisely 
true because of the existing circum- 
stances, the volume that is likely, and 
the fact that you can fit in these loans 
along with other work. It is probably 
true, if figured exactly, on a $100 loan 
you lose money, but on the larger loans 
you should make money, so that on the 
average a profit is possible. 

“Let me conclude with a subject which 
is often surrounded with mystery. I 
see no reason to ignore it. There are 
all kinds of interest rate laws through- 
out the United States. From a mini- 
mum of 6 per cent., the rates run up 
to 12 per cent. in various states. Others 
have no limit. This represents the judg- 
ment of legislators in forty-eight states. 
Obviously they can’t all be right. 

“The 5 per cent. discount charge on 
modernization loans not only is the low- 
est such charge ever presented but upon 
any realistic approach to the subject 
there could be no possible basis upon 
which to suggest an intent to contravene 
any interest rate law, regardless of any 
precedents or decisions in other kinds 
of cases. The only position the Fed- 
eral Housing Administration could take 
was that the 5 per cent. discount, fixed 
as a maximum, is a fair and reasonable 
rate if you want to charge the maxi- 
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mum. If by chance any loss results as_ one-half of one per cent., 


a consequence of interest rate litigation, 
then you may include such loss in your 
claim under your contract of insurance. 

“We want you to do business. The 
property owners are waiting for the 
welcome sign—not only to be placed in 
the window, but to be imprinted on 
the kind of service you render. The 
volume of modernization loans now be- 
ing made insures a substantial success 
for this plan. It is workable—it is 
working. Only with your help can it 
be made a much greater success.” 

MORTGAGE INSURANCE 

The second address on the Federal 
Housing Administration was delivered 
by J. Howard Ardrey, deputy admin- 
istrator, and dealt with the insurance 
of mortgages under Title II, and the 
formation of national mortgage associa- 
tions under Title III. 

The insurance provided for, he said, 
is simply an application of the familiar 
principle of mutual insurance. The act 
provides that ‘each borrower shall pay 


or up to one 
per cent., annual premium into a fund, 
annual premium on the principal of his 
mortgage, and all those who partake of 
these benefits are exercising that prin- 
ciple of mutual insurance or those who 
survive are taking care of those who 
fall by the way. 

“Title Number III,” he continued, 
“provides for the formation of national 
mortgage associations—five million dol- 
lars minimum capital, which will be 
permitted under supervision of the Fed- 
eral Housing Act, to issue debentures 
against insured mortgages, up to ten 
times the capital. So far we have had 
more difficulty in trying to dissuade 
people from organizing them than in 
trying to get them to start them.” 

Mr. Ardrey closed with the promise 
to send each delegate a copy of the Fed- 
eral Housing Act. “I have found,” he 
said, “since I have been down here, that 
I have had to spend half of my time 
listening to thoughtful gentlemen tell- 
ing me that this thing wouldn't work, 
men who had never even read the act. 

“Well, now, one of two things is 
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going to happen. If you will examine 
this thing you will either co-operate and 
avail yourselves of the benefits of this 
act, or you never did intend to.” 


JONES, O’'CONNOR AND ROOSEVELT 


Jesse H. Jones, chairman of the Re- 
construction Finance Corporation, and 
J. F. T. O'Connor, Comptroller of the 
Currency, were the other two repre- 
sentatives of financial agencies of the 
Government to address the convention. 

Mr. Jones repeated, in less blunt 
language than last year, his exhorta- 
tions to banks to lend more money, his 
condemnation of what he terms “exces- 
sive liquidity,” and his veiled threat that 
if the banks did not lend, the Govern- 
ment would. In addition he reported 
many details of the amount of money 
loaned to banks by the R. F. C., the 
amount repaid, etc. 

Mr. O'Connor made a similar report 
for his office, telling the delegates that, 
in the last eighteen months 1399 of the 
1417 national banks, unlicensed at the 


end of the bank holiday, had been dis- 
posed of by reorganization or in some 
other way. Some obtained loans from 


the Reconstruction Finance Corpora- 
tion, some sold stock to the R. F. C., 
some were closed, and loans on the as- 
sets obtained from the R. F. C. so that 
depositors could be paid in advance of 
liquidation. 

The climax of the convention came 
on Wednesday night, when the Presi- 
dent of the United States spoke. Details 
of this meeting, however, are reported 
in the general comments on the con’ 
vention, it being necessary to give the 
events preceding the address to bring 
out the significance of what the Presi- 
dent said and omitted to say. 


BRAINS AND POLITICS IN GOVERNMENT 


The closing address, appropriately 
titled “A Look Ahead,” was delivered 
by David Lawrence, editor of The 
United States News. 

“T am convinced,” said Mr. Lawrence, 
“that Mr. Roosevelt speaks frankly 
when he says he does not know what 
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American policy is going to be far 
ahead, from one play to another. My 
own belief is that the same set of plays 
which worked in the first year and a 
half of the present Administration will 
not work again. Some of our New 
Deal friends may not relish it but they 
will find themselves compelled to dig 
up some of the old plays that used to 
win victories in previous games, plays 
that are good for substantial gains and 
plays that the American team can 
master because it is familiar with the 
signals. 

“I have been watching government 
with close attention here in the national 
capital for just about a quarter of a cen- 
tury. The outstanding characteristic 
which has impressed me in twenty-five 
years of study of government is that 
we have never learned the true tech- 
nique of government, and that most of 
our controversies and disputes arise be- 
cause of an unwillingness to respect that 
technique. 

“There are many men occupying po- 
sitions of trust and responsibility in this 
very Government of ours today who 
have forgotten that they are the servants 
of all the people. They seem to act 
sometimes as if they were representing 
a particular group of reformers or a 
particular kind of players in the game 
of national or local politics. 

“I should be the last person in the 
world to decry the introduction of 
brains in government. But the brain 
trust represents only one technique— 
the academic. It does not take into ac- 
count the administrative technique. The 
brain trust group is lacking also in an- 
other technique—the practical technique. 

“Some day I hope we shall have in 
the government service officials who 
have had the benefit of academic train- 
ing and yet have the practical approach 
too, men who do not look upon the 
people who write them or visit in their 
offices as dishonest just because they are 
participants in the profit and loss sys- 
tem. 

“But if the brain trust is a recent in- 
fluence that is open to criticism, I would 
say that its capacity for mischief is in- 
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finitesimal compared to another influence 
which I have seen grow in intensity for 
the last twenty-five years, namely the 
political cancer. 

“IT use the term politics now in its 
most vicious sense. The hold which the 
strictly political has upon the personnel 
of government is today much more per- 
vasive than anything I have ever wit- 
nessed in all my years in Washington. 
Until we have better personnel in gov- 
ernment, less political, less partisan, less 
interested in self and more interested in 
the public welfare, it is folly to suggest 
boards and commissions and _ tribunals 
and departments of government to tell 
business what to do or to guide the eco- 
nomic destinies of the people. 


DANGER IN CENTRALIZATION 


“We are passing through a stage new 
only to this generation, but it is an old, 
old story in history. It is the story of 
how gradually the freedom of peoples 
is taken from them bit by bit until the 
despotism of the absolute monarch com- 
bines and centralizes all functions of 


government in a single institution. To- 
day we are witnessing under the guise 
of public welfare an attempt by political 
groups and leaders to consolidate into 
a single government both the political 
and economic power in America. To- 
day we are observing an effort to break 
down not only the relations of the three 
branches in the Federal Government 
under the pretense of changed condi- 
tions but at the same time a tendency 
to break down the independence of the 
states themselves. 

“This is a criticism directed far be- 
yond any man or group of men who 
happen to be in office today. It is a 
fight against a trend, against a tendency. 
For this is a serious hour in American 
history—a struggle for the preservation 
of an American system of freedom. I 
am convinced that the forces of reaction 
in America, the autocratic few who 
would deprive us of democracy, will 
ultimately be defeated. For we have 
always been a liberal and not a reac- 
tionary nation. 

“What can we do about it, 
shall we do about it? 


what 
We must awaken 
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community responsibility. We should 
fight against any effort to standardize 
or make uniform the things which can- 
not be standardized. 

“We should not be talking here this 
week of centralized banking, but of co- 
ordinated banking, we should not be 
emphasizing centralized government but 
decentralized government, we should not 
be arguing for a consolidation of politi- 
cal and economic power in the hands 
of the political class but the clear sepa- 
ration of the two. 

“Let us gird ourselves for the fight 
against the new tyranny and the new 
despotism. As we look into the future 
from a long range perspective, we need 
have no doubt of the outcome. 

“The future course, then, of America 
depends upon how long a time it takes 
for the American people to learn the 
facts involved in the basic issues of a 
combined political and economic con- 
trol of their destinies. The implications 
of this struggle have thus far been per- 
ceived by only a relatively small num- 
ber of persons. When the American 
people know all the facts, when the 
pros and cons have been debated and 
the facts of experience have blazed their 
way through thickets of unwise action 
and usurped power, we shall see a re- 
integration of the American people and 
then a progressively improved economic 
condition. 

“Economic recovery in America will 
come only when we recover self- 
reliance and the will to self-government, 
and when we have forged a nation-wide 
force built upon true community re- 
sponsibility. 

“The answer, therefore, to what is 
ahead lies not in Washington but with 
the public opinion of the United States 
as it shall arise in the next several years 
from the people in every community in 
the land. The battle-front is back home.” 


A QUIET ELECTION 


The election of officers for the com- 
ing year was the usual orderly routine 
affair. There had been some fear, ac- 
cording to items in New York news- 
papers, that opposition to Mr. Hecht for 
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the presidency might develop, based on 
the idea that it was not good policy to 
have the bankers of the United States 
represented by a man whose bank had 
been helped by the R.F.C. If there 
was such opposition, however, it sub- 
sided before the election. According 
to reports there was but one dissenter 
to Mr. Hecht’s election. 

The officers for 1934, then, are: 
President, Rudolf S. Hecht, chairman, 
Hibernia National Bank, New Orleans, 
La.; first vice-president, Robert V. Flem- 
ing, president, Riggs National Bank, 
Washington, D. C.; and second vice- 
president, Tom K. Smith, president, 
Boatmen’s National Bank, St. Louis, 
Mo. 

RUDOLF S. HECHT 

Mr. Hecht was born in Ansbach, Ger- 
many, in 1885, where he was graduated 
from a local college. He received his 
early training in banking from several 
European financial institutions. 

In 1903 he came to the United States 
and joined the staff of the National 
Bank of the Republic, Chicago, Ill. 
While working there he continued to 
study banking at the University of Chi- 
cago and the American Institute of 
Banking. He was a member of the first 
graduating class of the latter in 1906. 

Meanwhile he had moved, in 1905, 
to the Commercial National Bank of 
Chicago, as assistant foreign exchange 
manager. A year later he moved again, 
this time to the Hibernia Bank and 
Trust Company, New Orleans, La., 
where he served also as assistant foreign 
exchange manager. In the subsequent 
twelve years he advanced through the 
positions of bond officer, trust officer, 
vice-president, to the presidency in 
1918. In May, 1933, when the bank 
became the Hibernia National Bank, 
he was made chairman of the board. 

The Hibernia is probably the best 
known bank in the South, as a result 
of an active and continuous program of 
publicity and public relations. It is 
reasonable to suppose, therefore, that 
special attention to the public relations 
of the association will be one of the 
features of Mr. Hecht’s administration. 
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ROBERT V. FLEMING 


Mr. Fleming is a native Washing- 
tonian. He was born there, educated 
there, and has worked there all his life. 
He was born in 1890, educated at the 
Friends’ School, Western High School, 
and George Washington University. 

He entered the Riggs National Bank 
in 1907 as a runner, and has been there 
ever since. 

Clerical positions were his lot until 
1916. In that year he became assistant 
cashier; in 1920, cashier; in 1921; vice- 
president; in 1924, first vice-president; 
and in 1925, president. He still holds 
the latter position. 

He has been active in association af- 
fairs for many years, his most con- 
spicuous recent service having been as 
chairman of the Committee on Federal 
Legislation. His being located in Wash- 
ington, his infectious good nature, his 
natural tact, and his almost infallible 
political instinct, enabled him to render 
great service to American banks in this 
position. 


TOM K. SMITH 

Mr. Smith is a comparative newcomer 
in association affairs. Although he has 
always been in financial work, it has 
for the most part been dealing in secu- 
rities rather than commercial banking. 

He was born in Glenwood, Mo., in 
1882, and received his A.B. from the 
University of Missouri in 1904. He 
then became a bond buyer and salesman 
with Little & Hays of St. Louis. Later 
he moved to William R. Compton, se- 
curity dealers of St. Louis, as secretary 
and treasurer. Still later he became 
vice-president of Kauffman Smith and 
Company. Since 1929 he has been presi- 
dent of the Boatmen’s National Bank, 
St. Louis, Mo. 

He is known to most bankers for his 
service as adviser on banks and banking 
matters to the Secretary of the Treasury 
of the United States from November, 
1933, to May, 1934. This close and 
friendly relation to the financial agency 
of the Administration should make his 
election of particular assistance to the 
association in future dealings with the 
Government. 
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The Past Year in Review 
The Official Address of the President 


By Francis Marion Law 
President, American Bankers Association 


URING the past year the Ameri- 
can Bankers Association has 


earnestly striven to serve not 
only as the advocate of sound and prac- 
tical banking measures, but as a true 
guardian as well of the best interests 
of the public in matters affecting the 
nation’s banks. 

Time will permit mentioning only a 
few outstanding activites and accom- 
plishments. The work of the divisons 
will be reported to you in their respec- 
tive sessions. All sections, commissions 
and committees, have performed their 
functions with a degree of fidelity and 
competency which has_ been praise- 
worthy indeed. To the executive ofh- 
cers for their unfailing co-operation I 
am deeply grateful. The combined re- 
sult has been a steady stream of good 
works in behalf of banking. 

It has been the endeavor of the pres- 
ent administration of your association 
to maintain with the National Admin- 
istration and with the national legisla- 
tive bodies effective and harmonious 
working relationships with respect to 
those things vitally affecting banks. In 
this policy there was nothing political. 
We were simply dealing with the con- 
stituted powers operating the Federal 
Government. That was the one fact 
that we were concerned with—not 
whether the Government was of this 
party or that and not whether it repre- 
sented a certain type of social philoso- 
phy as against any other type. The 
American Bankers Association at no 
time has been committed to anything 
further than the support of certain 
measures or viewpoints strictly related 
to the banking field and which, as we 
saw it, would strengthen banking as the 
true economic servant of all the nation. 

In this connection. it might be added 
that the association has lived up to its 
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traditional policy of not engaging in any 
way in tactics that are associated with 
a lobby. The contacts we have made 
have been with the leaders of admin- 
istrative and legislative thought in 
Washington, and the methods we have 
used in these contacts have simply been 
to present the best thought we possessed 
in respect to each measure under con- 
sideration, 
REVISION OF BANKING LAWS 

The association, at the convention 
held in Chicago last year, appointed a 
special committee on proposed revision 
of the banking laws, with Robert V. 
Fleming as chairman. This was to be a 
research and study group to function 
in co-operation with the activities of 
the committee on federal legislation. 

Consisting of twenty-nine members, 
with not less than two appointed from 
each Federal Reserve district, this spe- 
cial committee, soon after its appoint- 
ment, started a searching and painstak- 
ing study of the banking laws, par- 
ticularly the Banking Act of 1933. Ses- 
sions were held that literally consumed 
many days and nights. A_ splendid 
analysis of the banking laws was pre- 
pared, which was wholly constructive in 
spirit, and which approved a far greater 
number of features than it criticized or 
opposed. To certain sections amend- 
ments were suggested with the thought 
of making them more practicable and 
workable. This analysis was laid before 
the President of the United States and 
others in the Government as a basis of 
discussion and not as a rigid program. 
Every item was accompanied by care- 
fully worked out reasoning, explaining 
the committee’s thought in each case. 

Without going into the details of this 
analysis it can be said that it made a 
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very fine impression at Washington and 
had a most beneficial influence in aid- 
ing both administrative and legislative 
thinking in regard to banking legislation. 
Many of the recommendations included 
in this report were paralleled by the 
Comptroller of the Currency in the pro- 
posals he presented in his annual re- 
port to Congress. The same may be 
said in regard to the recommendations 
of the Federal Reserve Board. 


OTHER FINANCIAL LEGISLATION 


Through its committee on federal leg- 
islation, the association also made a care- 
ful study of the National Securities Ex- 
change Act of 1934, including amend- 
ments to the Securities Act of 1933, in 
respect to those provisions which af- 
fected banking. The general thory and 
features of the bill were not gone into, 
the committee preferring to confine it- 
self to recommendations along lines 
aimed to eliminate certain provisions 
that were manifestly unworkable from 
the standpoint of practical banking op- 
erations. In no case did these elimina- 
tions interfere with the basic provisions 
of the act. Our suggestions were well 
received and, in a number of cases, put 
into effect. For instance, the sugges- 
tion that the terms “broker” and 
“dealer” be modified so as not to in- 
clude banks was adopted. Other as- 
pects of the bill were likewise modified 
as to their effects. 

Similarly, in respect to the Revenue 
Act of 1933, the representatives of the 
association offered certain suggestions 
for modification in the bill as orginally 
written with the result that some of these 
were adopted. These suggestions in no 
way were directed against the effective- 
ness of the act, but had to do with cer- 
tain harsh and inequitable features. As 
a result of the adoption of these sug- 
gestions the act, so far as banks are 
concerned, is a sounder and more effec- 
tive piece of revenue legislation. 

The most important feature of your 
special committee’s report was _ its 
position in respect to the Federal De- 
posit Insurance Corporation. In es- 
sense, it recommended that the tem- 
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porary insurance plan be continued in 
torce for another year pending the ac- 
cumulation of data and further study 
of actual experience as the basis for a 
permanent plan. These representations 
were given due consideration and played 
an important part in the postponement 
of the permanent plan that was finally 
agreed to. 

Certain other of the recommendations 
of this report have become law, while 
several others were embodied in the 
Omnibus Banking Bill, introduced dur- 
ing the closing days of Congress but 
which unfortunately failed of passage 
on account of purely technical legisla- 
tive complications. But for these com- 
plications we are confident that this bill, 
which very largely eliminated defects in 
the Banking Act of 1933, would have 
been passed. It represented the con- 
sensus of the best administrative, legis- 
lative and banking thought and we are 
hopeful it will be redrafted and passed 
at the next session. 


STUDIES IN PROSPECT 


Your special committee is continuing 
to study the banking laws and will pur- 
sue the same course in the future that 
it has followed with so much success in 


the past. It has produced a maximum 
of results with a minimum of criticism 
as to the motives, sincerity and intelli- 
gence of the bankers in respect to the 
laws affecting their particular business. 
At no time has a narrow or negative 
attitude been shown. 

The banking studies which the com- 
mittee is making will include scientific 
analysis of the causes of thousands of 
bank failures to the end that these 
causes may be removed effectively. 
Studies will include an analysis of such 
banking systems as are found in Eng- 
land and Canada. However, it must 
be recognized that this country is much 
larger and more diversified in its needs 
and that therefore no other nation’s 
methods will suffice. We must perfect 
a banking system of our own and in 
our planning we will have as a goal the 
setting up of a structure that will fully 
meet the needs of changing national and 
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business requirements; one that will 
adequately serve agriculture, industry 
and commerce and, lastly, one that will 
contribute most fully to the well-being 
of the entire country. 

Banking is not a closed science and 
bankers generally agree that the bank- 
ing system we have had has not been 
good enough. That does not mean that 
it should be thrown on the scrap-heap. 
The foundations are good and should be 
preserved. It is on the superstructure 
that work needs to be courageously and 
intelligently done, and the country has 
a right to expect the bankers to do the 
job. 

There are fifty-six million deposit ac- 
counts in the banks of the country and 
whatever affects the banks affects the 
welfare and contentment of that enor- 
mous percentage of our population who 
own these accounts. On an average 
there is more than one bank depositor 
for every family in the United States. 
There must be a close and inseparable 
unity of interest between the banks and 
their many millions of customers. Speak- 
ing of the many millions who have their 
savings in banks, I am reminded that 
everywhere people are returning to such 
old time habits as thrift, self-denial, hard 
work and living within their incomes. 
Therein lies one of the greatest advances 
which has been made toward recovery. 
Perhaps the greatest. 


WORK ON THE CODE 


There has been delay in the develop- 
ment of the National Recovery Admin- 
istration plans during the past year. Be- 
cause of this it is somewhat difficult to 
formulate briefly a statement of the real 
importance and value that have come to 
this phase of the bankers’ co-operation 
in the nation’s reconstruction program. 
It may certainly be said that the Bank- 
ers’ Code Committee has done a monu- 
mental work under most difficult con- 
ditions in promoting better banking 
practices along certain lines. Under the 


code the bankers have responded to the 
President’s re-employment program in 
respect to hours and wages. There have 
organized many new banking 


been 
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groups into clearing-houses in territories 
where heretofore there were no such 
associations. In these and in previously 
existing clearing-house groups there has 
been promoted a greater degree of co- 
operation, particularly in respect to fair 
trade practices and the adoption of 
service charge schedules equitable both 
to the banks and to their customers. 
Thanks to the Banking Code Committee, 
considerable permanent good has already 
been accomplished for banking. Un- 
doubtedly banks have been made more 
conscious of the need of local co-opera- 
tion and also of the part that proper 
service charge schedules play in the 
problem of sound bank management. 
Under the leadership of the associa- 
tion a large number of the banks of the 
nation have been rallied to the support 
of the Federal Housing Administration 
plan for the repair and modernization 
of property as a measure to give sound 
stimulation to employment and to manu- 
facturing and business trades affected by 
construction. With the aid of the state 
banking associations, liaison ofhcers were 
appointed throughout the country to 
facilitate co-operation on the part of 
bankers in this movement, and thousands 
of banks are now active in promoting 
sound operations under its program. 
The appreciation of the Housing Ad- 
ministrator has been repeatedly expressed 
for the way in which the association 
and its banks are co-operating with the 
Government through this channel. 


PUBLIC RELATIONS PROGRAM 


One of the most serious tasks con- 
fronting banking in this era of recon 
struction is to rebuild between the banks 
and the people the soundest possible 
structure of public understanding, con- 
fidence and material co-operation. The 
executive officers of your association 
have addressed themselves to this whole 
subject of public relations as one of . 
their most important duties. We have 
taken steps to immediately and substati- 
tially expand and co-ordinate with the 
general policies of the association its 
publicity, advertising and public rela 
tions departments and activities. Under 





ies 
ich 
sly 
nas 
co’ 
air 

of 
oth 
rs, 
ee, 
idy 
In- 
ore 
ra: 
per 
the 


Cla 
the 
ort 
tion 
rion 
und 
nu’ 
| by 
tate 
vere 

to 

of 
inds 
ting 


tion 


the 


con: 
con 
anks 
sible 
con’ 

The 
ation 
vhole 


e of , 


have 
static 
1 the 
n its 

rela’ 


Inder 


THE BANKERS MAGAZINE 


the authority of the administrative com- 
mittee, the executive ofhcers were con- 
stituted as the publicity committee of 
the association. Under their direction 
the activities of the publicity depart- 
ment and the financial support given to 
it have been greatly augmented. These 
measures have already borne good fruit. 

At this time I wish to direct your par- 
ticular attention to the advertising de- 
partment. This has been created to 
work in close co-ordination with the 
publicity department and authority has 
been given for the development of a 
service of general bank advertising copy, 
which will be offered to our members 
for subscription. It is the aim of this 
service to do two things: 

1. To aid the individual bank in pro- 
moting the use of its facilities in its own 
community. 

2. To aid the bank, through its ad- 
vertising and its customer contacts, in 
bringing about a more solid foundation 
of public understanding of the func- 
tions, services and obligations of bank- 
ing. 

It is the basic aim of this advertising 
material, which will be offered to mem- 
ber banks, to awaken in both the bank- 
ing and general public a deeper con- 
sciousness not only as to the importance 
of the bank in respect to the life of its 
community, but also as to the necessity 
of that community’s extending to the 
bank the confidence, understanding and 
moral support which are essential ele- 
ments of sound banking. In short, it is 
the aim of this advertising department 
to imbue into bank advertising, as far 
as possible, a broader and deeper social 
philosophy in respect to banking. The 
vast number of people who have deposit 
accounts in banks would constitute an 
impregnably loyal public defense for 
their banks against any danger of de- 
structive interference if only they thor- 
oughly understood more about their 
banks, their problems, their difficulties 
and their sound principles of operation, 
and if they had a more understanding 
faith in the ability and good intentions 
of their bankers. 

This new advertising service will ef- 


iectively supplement the fine work 
which is being carried on by our Public 
Education Commission through its con- 
structive customer relations program. 
This is an educational plan within the 
bank to create more sympathetic under- 
standings in regard to banking among 
that part of the public with whom they 
deal as customers. I report with great 
satisfaction that over 3000 banks are 
carrying on this plan and our reports. 
show that it is making a real impressicn 
on public opinion within the scope of 
its influence wherever it has been put in 
operation. 


OUTSTANDING PUBLICATIONS 


The association has sponsored some 
outstanding publications during the 
year. Particularly valuable to bankers 
have been the publications of the legal 
department. I refer to the pamphlet on 
Pending Federal Legislation Affecting 
Banking sent to all our members and 
giving them an analysis of all the more 
important measures of the character be- 
fore the last session of Congress. These 
proposals were the outcome of one of 
the most crucial periods of the nation’s 
history and some of them carried very 
important implications in regard to the 
future of banking. We feel that it was 
4 most important service to give our 
membership the opportunity to become 
fully familiar with all of these measures, 
for essential to intelligent consideration 
of banking legislation is a widely and 
thoroughly informed banking group. 
Later the legal department published a 
summary of Legislation Affecting Bank- 
ing passed by the Seventy-third Congress 
and approved by the President of the 
United States. This also, sent to all 
our members, served to keep bankers 
abreast of developments in this field. 

In the field of general economic and 
banking research, the Economic Policy 
Commission issued in May this year a 
pamphlet entitled, “Banking After the 
Crisis,” presenting a study of the main 
changes that have taken place in Ameri- 
can banking as before and after the 
holiday of March, 1933. In this brief 
appeared a description of the extension 
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of participation by the Federal Govern- 
ment in the function of extending credit 
to many private interests. This pub- 
lication was widely discussed in the 
press and the consistent tenor of edi- 
torial comment was one of approval and 
recognition of its sound value. 

The journal, under its new name 
“Banking,” is setting new high standards 
for itself both as to the interest and 
value of its reading matter. 


A GRADUATE SCHOOL OF BANKING 


I pass now to a short reference to the 
worth-while work that the American 
Institute of Banking continues to do. 
For over thirty years the institute has 
been offering training for employes. 
There appears now to exist the need for 
an institution offering advanced work to 
a selected group of bankers in various 
banking subjects. To meet this we are 
developing the Institute Graduate 
School of Banking. It is planned to hold 
the first session at Rutgers University, 
which has placed the necessary co- 
operation and facilities at our service 
for a two-week session of resident study 
in June, 1935. Students also will be re- 
quired to do at-home the extension work 
of the school during that year and re- 
turn to Rutgers for resident sessions in 
1936 and 1937, with continuous exten- 
sion studies between times. At the con- 
clusion of the three-year period those 
who pass the required examination will 
be given appropriate recognition for 
their work. 

The world-wide depression is not 
over, although great progress toward 
recovery is being made. The bankers 
are far too intelligent to assume a Polly- 
anna attitude. Facts and conditions 
must be faced. There could be no 
greater mistake than for us to preach 
untempered or undue optimism, and if 
you don’t mind I want to repeat that: 
there can be no greater mistake than for 
us to preach untempered or undue op- 
timism. There are grave problems to 
be recognized and solved. As thought- 
ful men, aware of the exigencies of the 
case, we may approve during the period 
of emergency measures and expenditures 
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which otherwise we might not counte- 
nance. Approval of these is warranted 


on the basis that many of them are tem- 
porary in nature, and temporary only. 
In other words, many of these measures 
and expenditures will and should be 
eliminated when the emergency passes. 


BANKERS PART IN RECOVERY 


No group of men in all the country 
more earnestly desires recovery than the 
bankers and, as a group, we assert un- 
shakable faith that the natural forces 
of the country, in themselves, will in 
due time bring about a full and com- 
plete measure of business recovery. That 
does not mean that a do-nothing pro- 
gram would be warranted. The coun- 
try has been in no mood to tolerate such. 
Throughout the world, notably in Eng- 
land and the United States, earnest ef- 
forts have been and are being made in 
an endeavor to restore employment and 
to promote national well-being, and this 
is as it should be. During the past few 
years the forces of destruction have been 
galiantly challenged and it can now be 
said that more and more these destruc- 
tive forces are being put under control. 
The country has a right, a very good 
right, to look to the bankers to be among 
those who lead in the movement to re- 
awaken business confidence and _initia- 
tive. 

There is no better investment in the 
world today than securities of the 
United States Government. The bank- 
ers have given more than lip service as 
an evidence of their faith in the coun’ 
try’s credit. The record shows that 
government securities held by banks 
have increased over seven billion dollars 
since December, 1929. During this 
period the national debt has increased 
some ten billion dollars, and so it will 
be seen that 70 per cent. of this increase 
was provided by the banks. 

Unanimous assent is accorded to the 
sentiments recently expressed by Donald 
Richberg, director of the Industrial 
Emergency Committee. He said: 

“It is desirable and necessary to bal- 
ance the federal budget at the earliest 
possible moment.” But he goes on to 
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say that immediate achievement of this 
goal cannot be hoped for in the face of 
the country’s enormous relief needs. 

The President, in his most recent 
radio address to the country, made this 
reassuring statement: 

“We count in the future, as in the 
past, on the driving power of individual 
initiative and the incentive of fair private 
profit, strengthened with the acceptance 
of those obligations to the public interest 
which rest upon us all.” 

There is a feeling among bankers and 
business men everywhere that a recogni- 
tion of the vital need of individual 
initiative and of fair profit is a sine qua 
non to recovery. 


ABUNDANT CREDIT FOR BUSINESS 


The banks have been criticized for 
their failure to function, meaning that 
they have not been lending freely. There 
is hardly a sane banker in the country 
who is not only willing, but eager to 
make good loans. Superabundant bank 
credit is available but the demand for 
credit is distressingly low. Many lines 
of credit put at the disposal of business 
men by banks are lying unused. It re- 
mains for business men to shake off their 
timidity and uncertainty and to indicate 
ability and willingness to borrow. Mr. 
Lyman Wakefield, president of the As- 
sociation of Reserve City Bankers, said 
in Chicago a few days ago: 

“We are hoping some of our business 
men will discover the world is not com- 
ing to an end and will do some business. 
The banks cannot force people to use 
money, but I think if we can rid our 
minds of some of our unreasonable fears 
we can go forward.” 

Governor Eugene Black speaks in the 
same vein: 

“There is a money and business hesi- 
tancy that must be overcome and it is up 
to the business men of the country to 
create their own certainty.” 

The oft repeated statement that busi- 
ness in America is better today than 
business sentiment is probably true. The 
record proves that the business men of 
this country have never been defeatists 


and it may be assumed that as employ- 
ment increases and improvement is noted 
in the volume of business and in the 
expansion of credit, business men will 
increasingly regain confidence and night- 
mares will more and more become a 
thing of the past. It will then become 
evident that we have been crossing too 
many bridges and borrowing too much 
trouble. A modest expansion of credit 
has been recently manifest. During the 
thirteen weeks’ period running between 
middle July and early October, member 
banks in ninety-one leading cities have 
shown an advance in loans on other 
than security collateral of three hundred 
million dollars. In each of twelve of 
these weeks an increase was shown, the 
remaining week showing no change. 


IMPORTANCE OF FOREIGN TRADE 


At this point I would emphasize the 
major importance of recapturing our 
foreign trade. 

America has always produced large 
surpluses, particularly of farm products, 
which have no logical outlet other than 
through export. Whatever things are 
found standing in the way of regaining 
our foreign trade must be removed. 
Hasten the day when we shall be able 
to work out with other important na- 
tions international agreements both as 
to trade and stabilization of currencies. 
It would seem to be folly for this coun- 
try, or any other, to attempt to lift itself 
out of the depression by its own boot 
straps. Restoration of America’s world 
trade and the return of private initia- 
tive into active operation will spell the 
end of unemployment and the doom of 
the depression. It is most encouraging 
to note in this connection that the Gov- 
ernment has been very active in the past 
month in its efforts to promote trade 
agreements. These first efforts appear 
to have been quite successful and al- 
ready foreign trade has shown some im- 
provement. Many commodities show 
increased exports, with the notable ex- 
ception of cotton, which shows a sub- 
stantial decrease. The Secretary of 
State was quoted last week as saying 
that at present eleven countries were 
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listed on the trade agreements calendar 
and that preparations for negotiations 
were well advanced. 

In conclusion: All of us want to help 
the other fellow. As a people we must 
realize that our social, business and po- 
litical interests should all be considered 


THE BANKERS MAGAZINE 


and brought into accord. Bankers, in 
common with other thoughtful and 
forward-looking business men, agree to 
the principle that sound, liberal business 
doctrine and rational humanitarianism 
should go hand in hand in any program 
of real and permanent recovery. 


State Bank Division Meeting 


) the State Bank Division went 

the honor of opening the conven- 

tion this year. The division rose 
nobly to the occasion with a meeting 
which aroused more interest than any 
other in recent years. 

The program was a novel one. In 
past years the division has been addressed 
mostly by speakers who praised the state 
banking system and the unit bank and 
argued for their continued existence; or 
by speakers dealing with some phase of 
bank management, internal or external. 
This year, perhaps under the influence 
of holding the convention at the na- 
tional capital, the division branched out 
into larger problems of banking—and 
government as it affects banking. 

The attitude, too, was new. Instead 
of continuing on the defensive, as in 
previous years, the tone of the meeting 
was militant and aggressive. Some of 
the speakers did not like certain features 
of the New Deal, and said so in no un- 
certain terms. To criticize the Na- 
tional Government in Washington at 
present requires courage; at a conven- 
tion where the theme is co-operation it 
calls for a double measure of bravery. 
But, if one may judge by the spontane- 
ous and enthusiastic applause which fol- 
lowed the “fighting” speeches, they 
struck a responsive chord. 

The meeting started quietly enough. 
President Clyde M. Hendrix, president, 
Tenn Valley Bank, Decatur, Ala- 
bama, read his address, reviewing the 
work of the division during the year. 
He quoted the sound and conservative 
advice offered to banks in’ 1863 by 
Comptroller of the Currency Hugh Mc- 
Culloch. Then he cathe to current de- 
velopments. 


“Much is being said now-a-days,” he 
said, “about the banker’s duty to his 
community in the furtherance of busi- 
ness recovery, and in some quarters criti- 
cism is being expressed of loan policies. 
There may possibly be a few instances 
where such criticism is due, but cer- 
tainly that is the exception and not the 
rule. The fact is, banks everywhere are 
eager to make loans, not only to be of 
service to their customers, but as a 
means of creating revenues with which 
to meet operating expenses. 

“Perhaps the most vital and serious 
problem confronting our banks,” Mr. 
Hendrix continued, “is that of earn- 
ings.” Interest-bearing deposits are in- 
creasing from many sources, but it is 
practically impossible to invest the funds 
so as to bring in even the amount of 
interest paid. Further reductions in in- 
terest will be necessary until the invest- 
ment situation improves. 


KNOWLEDGE OF COSTS ESSENTIAL 


This situation constitutes the most 
dificult problem of management which 
has confronted bankers in a decade, ac- 
cording to Robert M. Hanes, president, 
Wachovia Bank and Trust Company, 
Winston-Salem, N. C., who followed 
Mr. Hendrix with an address on “Some 
Practical Phases of Bank Management.” 
This address, too, seemed in the con- 
ventional pattern at the start. 

“T am convinced,” said Mr. Hanes, 
“that our most effective approach to the 
problem at present is through a more 
detailed study of our operating costs. 
We must know just what it costs us to 
run a check, deposit, collection or tran- 
sit item through our banks. We must 
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know just what it costs us to run each 
note through our note cages. We must 
know exactly what each entry into the 
safe deposit department costs. We must 
know what each deposit and withdrawal 
in our savings department costs. 

“In determining the operating cost 
of any department, or the handling cost 
of any single item, the principal factors 
are rent, salaries, equipment, supplies 
and supervisory services. 

“Rental costs are determined by com- 
puting the amount of space occupied by 
each department and charging a rental 
value per square foot at a rate based 
either on actual rent paid or on what 
a satisfactory return on the investment 
would be. By adding to this the pro- 
portionate cost of light, heat, janitor 
service and other incidentals, the actual 
rental cost of the space occupied can be 
accurately determined. 

“All salaries paid in each department 
are, of course, charged to that depart- 
ment, plus stationery, supplies, the cost 
of machines, etc. In addition to this, 
the supervisory cost of the bank must 
be apportioned to the various depart- 
ments as fairly and accurately as pos- 
sible. When all of these costs are totaled 
for each department, the gross cost cf 
the department is rtained. Then by 
dividing into this cost the total number 
of transactions handled by the depart- 
ment for the given period, we have the 
average cost for each transaction, which 
is as far as we need go for all practical 
purposes.” 

Mr. Hanes cited the experience of a 
bank which, upon having such a cost 
analysis made, found that it was losing 
$55,000 a year on its savings depart- 
ment, $5000 a year on its safe deposit 
department, and some $25,000 a year 
in other departments. The installation 
of proper charges for various losing 
services eliminated these losses. The 
charges were carefully explained to the 
public in advance and were accepted 
with no ill feeling and a minimum of 
complaint. 

Another phase of management dis- 
cussed by Mr. Hanes was personnel. Ef- 
ficient employes are essential to a well 
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managed bank. In order to get them, 
according to Mr. Hanes, “instead of tak- 
ing some director's son because he wishes 
a job, or some local boy because he needs 
work, wide-awake bankers are consider- 
ing seriously the educational qualifica- 
tions of the applicant, the stand he tock 
in college, both in his studies and other 
college activities, but especially his back- 
ground and inheritance. The cost of 
training each employe is considerable, 
and unless the proper material is started 
in, at the bottom, it is impossible to get 
well-qualified, efficient officers out at the 
top. 
“With 


acceptable commercial and 


personal loans so greatly reduced, the 
commercial banker today has also to 
qualify as a bond expert.” 


UNDISCRIMINATING CRITICISM UNFAIR 


This brought Mr. Hanes to the mat- 
ter of government finance, since the 
banks of the country now hold approxi- 
mately half of the government debt. “It 
is not to be wondered then,” he re- 
marked, “that bankers are deeply con- 
cerned about the fiscal policies of the 
Administration here at Washington. 
They have a right to be concerned. Fur- 
thermore, they have a right to be heard 
on this subject of the rapidly increasing 
governmental debt, and their admoni- 
tions of caution and conservatism cer- 
tainly deserve to receive thoughtful con- 
sideration rather than explosive criti- 
cisms of ‘reactionary’ and ‘mossback.’ 

“The continuous streams of criticism 
which have been leveled at bankers, both 
from governmental sources and the pub- 
lic press, make no distinction between 
good and bad banks. We have all been 
tagged with the same label. This criti- 
cal attitude has made our position and 
work increasingly hard. I think the 
President’s inferential comparison of the 
bankers of this country with those of 
England, in his last fireside talk, was 
totally uncalled for and unfair. We 
are accused of not co-operating with 
the government’s financial program 
when, as stated before, we are carry- 
ing over half the government debt, 





658 


whereas the British banks hold only 11 
per cent. of their government’s internal 
debt. Very few chances have been 
missed to hold bankers up to ridicule 
on the one hand, while on the other 
we are being asked to co-operate and 
assist in the support of all the govern- 
ment’s financial operations. 

“I admit, frankly, that I am quite 
too stupid to understand the economic 
theories which are being expounded here 
at Washington. It is entirely foreign 
to my thought that any individual, 
group of individuals, or branch of gov- 
ernment can borrow its way out of 
debt or, by destroying what we have, 
increase our assets.” In conclusion, and 
as an example of this type of reasoning 
Mr. Hanes quoted Ogden Nash’s poem 
“One from One Leaves Two,” the first 
and last verses of which read as fol- 
lows: 


Higgledy, piggledy, my black hen, 
She lays eggs for gentlemen, 
Gentlemen come every day 

To count what my black hen doth lay; 
If perchance she lays too many, 

They fine my hen a pretty penny; 

If perchance she fails to lay, 

The gentlemen a bonus pay. 


Abracadabra, thus we learn 

The more you create, the less you earn, 

The less you earn, the more you're 
given, 

The less you lead, the more you're 
driven, 

The more destroyed, the more they feed, 

The more you pay, the more they need, 

The more you earn, the less you keep, 

And now I lay me down to sleep. 


FRAZIER-LEMKE BILL DISSECTED 


Thus began the criticism of New 
Deal policies. In the address which 
followed, by John G. Brown, attorney 
for the Montana Bankers Association, 
Helena, Montana, on “The Frazier- 
Lemke Bill” it reached its climax. 

The Frazier-Lemke bill, according to 
Mr. Brown, “destroys in toto the prin- 
ciple of the inviolability of private con- 
tract. It reduces the amount and im- 
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pairs the lien of a secured creditox’s 
claim. Further it uses what was in- 
tended to be a constitutional guaranty 
of equality and personal rights as a 
vehicle for vicious class legislation.” 


It affects bankers because they, some 
of them, hold farm mortgages. It af- 
fects the holders of life insurance poli- 
cies, since a large part of the assets of 
life insurance companies are invested in 
these farm mortgages. “This bill reaches 
into every home in the United States,” 
Mr. Brown asserted. 

The bill constitutes a special form of 
bankruptcy for farmers. It provides 
for the creation, in every county or 
municipal subdivision, of boards of con- 
ciliation, for the purpose of investigat- 
ing the question of farmers’ liabilities 
and their capacity to pay when such 
farmers are not able to meet their en- 
gagements. 

The first step is making an estimate 
of the value of the property. But this 
value is not to be governed by present 
values, cash value, or market values. 
“This appraised value,” Mr. Brown re- 
marked, “will undoubtedly reduce it 
below the mortgage indebtedness.” For 
there is bound to be political influence 
in the selection of the three appraisers. 

Next, the farmer is to be left abso- 
lutely in possession of his property and 
premises, with an exclusive option to 
repurchase the property at any time 
within six years. Meantime he pays 
one per cent. interest upon the ap- 
praised price within one year from the 
date of the agreement, and a payment 
of one per cent. interest annually there- 
after upon any unpaid balances. 

In addition, he repays, on principal, 
2Y% per cent. of the appraised value 
within two years of the date of the 
agreement, an additional 214 per cent. 
within three years, 5 per cent. within 
four years, and 5 per cent. within five 
years, and the balance of the 85 per 
cent. of the appraised value within the 
total of six years. Moreover, at any 
time during the five years the farmer 
can force the mortgagee to sell the farm 
to him at the appraised price, without 
payment of interest or anything else 
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except the appraised price. But the 
mortgagee cannot force a sale. Thus, 
should we sweep back into prosperity, 
the farmer is in a position to take ad- 
vantage of any increase in valuations, 
at the expense of the mortgagee. 

“That,” Mr. Brown concluded, “is 
the Frazier-Lemke bill. That is just 
what it means to you and just what 
it means to me. As a lawyer I see it 
striking at fundamentals because the 
contract said if he did not pay the place 
was my security and if he failed to 
within a time thought by my state to 
be reasonable time to redeem it I could 
sell it to another. But this law comes 
in and sets the whole contract aside, 
sets up a new contract for you. 

“My other clients, home owners in 
towns, have to pay according to their 
contracts, but as farmers they have this 
special law. Tomorrow it may be rail- 
way union members, and so on, because 
we have destroyed the principle of the 
sacredness of private contract.” 


COUNTRY WANTS IMPOSSIBILITIES FROM 
BANKS 


The final speech of the session was 
a less passionate, more coldly reasoned 
appeal for changes in the banking sys- 
tem, under the topic “What the Coun- 


try Wants.” It was delivered by Clin- 
ton B. Axford, editor of the American 
Banker. 


What the country wants, he began, 
is an impossible paradox, but the coun- 
try’s eyes are not yet open to this fact. 
“What the country wants is first of all 
men at work. But paradoxically paral- 
leling that want is the fact that in- 
dividually and collectively we want to 
maintain status quo as though we could 
maintain status quo when putting 10,- 
000,000 men to work means a definite 
change from status quo.” This is an 
illustration. The same is true of bank- 
ing, where many people in this country 
are wanting things which are far from 
the ideals upon which the greatness of 
this country has been built. 

“We want to say right here,” Mr. 
Axford continued, “that the American 
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people expect the impossible of their 
banking system. They expect it to in- 
vest their savings and surplus cash so 
as to draw interest, and at the same 
time be liquifiable without limit or loss 
in times of depression. This is de- 
monstrably impossible. Yet the blame 
for the public’s desire lies right at the 
door of the American bank which has 
made no effort to amend this foolish 
concept of banking, but rather has 
fostered it and profited by catering to 
it. 

“Tt is my well considered belief that 
if the American banking system is to 
survive in private hands it must retire 
from its position of holding forth sav- 
ings as cash. It must return to the 
fundamental principles of savings trus- 
teeship which recognized early that if 
principal is to be maintained unimpaired, 
liquidation of the fund must be limited. 

“Your estimable past president, L. A. 
Andrew, is of the opinion that no sav- 
ings deposits should be underwritten 
or undertaken by banks with less than 
ninety days’ actual notice of withdrawal 
at all times. I believe it can be easily 
demonstrated that even a 90-day clause 
would be inadequate to prevent ruinous 
liquidation or spending of savings dur- 
ing a period of cumulative depression.” 

The logic behind this is somewhat 
as follows. Savings accumulate in banks, 
and are placed in long-term invest- 
ments. These investments stimulate 
business, result in ruinous competition, 
price cutting. As price cutting con- 
tinues and depression comes, the sav- 
ings are drawn upon. This necessitates 
attempts to liquidate the long-term 
loans, making competition even keener. 
The process continues until either the 
depositor exhausts his deposit or the 
bank exhausts its power to liquidate. 
The culmination of such a development 
is the closing of every bank in the 
country as happened in March, 1933. 

“This is a dismal and depressing 
analysis, particularly so to those among 
us who have persuaded ourselves that 
we were public benefactors when we 
hold ourselves forth as the most liquid, 
safest trustees for savings in the world. 
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BUILT-IN SAFETY FOR BANKS 


“Yet it is perfectly clear that our 
banking system would be impregnable 
if it were so operated that only com- 
mercial funds were payable on demand, 
if they in addition bore no _ interest, 
being risked only in self-liquidating ad- 
vances of not more than ninety days 
maturity, while all other bank deposits 
bearing interest and invested in longer 
term risks were liquifiable only in the 
ratio to which the securities in which 
they were invested were liquifiable with- 
out impairment. 

“As it is operated, our banking sys- 
tem is as far from that as humanly 
possible to imagine. 

“What is needed in the banking sys- 
tem is a control of liabilities. Has it 
ever occurred to you that the banking 
business is the only one which boasts 
about the size of its liabilities? We 
have yielded to the mass illusion that 
money in the bank is money. It is 
not. It cannot be withdrawn any faster 
than it can be recovered from the in- 
vestments into which it has already 
been spent by borrowers. Yet we have 
guaranteed that it can be withdrawn, 
and every time the balance of trade and 
losses runs against our customers, we 
are in trouble. 

“The objective should be a banking 
system safeguarded against more than 
runs. It should be safeguarded against 
liquidation faster than the country can 
afford. Safety should be built-in, not 
plastered on the outside. 

“Segregation of deposits comes first 
to mind. Another formula for safe- 
guarding banking against the enforced 
liquidation of its savings accounts ap- 
pears in suggestions that banks gradu- 
ate the rate of interest paid on time 
and savings deposits according to their 
maturity. 

“Federal authorities should be sympa- 
thetic to any program which lessened 
bank demand liabilities and increased 
their supply of loanable long-term 
funds. For the FDIC such a change 
would be a life-saver, and its insurance 
premium charges could be definitely 


lessened to the bank which thus safe- 
guarded its position. Conversion of 


the federal debt in banks to long-term 
issues would be logical when banks 
converted their demand liabilities into 
controlled liquidation accounts. 


STOP LOSS CLAUSE ON 
DRAWALS 


SAVINGS WITH- 


“The means of reaching for built-in 
bank safety should be thoroughly can- 
vassed. In the final determination of 
built-in safety, however, it will be neces- 
sary to put a stop loss clause on savings 
withdrawals such as the mutual sav- 
ings banks have found it wise to write 
into their deposit contracts, which in 
their case, of course, are really partner- 
ships in investment trusts. 

“Given a sound basis upon which 
banks can compete for savings deposits 
most of the banking and monetary prob- 
lems of this country would be close to 
solution, for it is in the maintenance 
of the fiction of cash liquidity that we 
have one after another broken our 
system of independent banks, our Fed- 
eral Reserve banks, and are now pro- 
ceeding dangerously in the direction of 
breaking the U. S. Treasury. 

“So I stand here as an advocate of 
an open mind on internal banking re- 
form. We have had relief. Now if 
we can have corrective internal change, 
perhaps we can end the need for re- 
form from the outside which advocates 
of centralization, branch banking, or 
some other sort of mere change would 
apply.” 


That ended the fireworks for the 
morning. There was, of course, a little 
courtesy speech from President Law, 
the report of the nominating commit- 
tee, and gracious remarks on the part 
of both outgoing and incoming officers. 
But, believe it or not, there were no 
remarks from the floor, no forum dis- 
cussion as a result of the inflammatory 
remarks of the speakers, although op- 
portunity for such discussion was pro- 


vided. 
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THE NEW OFFICERS 


At the close of the meeting, the fol- 
lowing officers were elected to serve for 
the ensuing year: President, James C. 
Bolton, vice-president, Rapides Bank and 
Trust Company, Alexandria, La.; and 
vice-president, Fred B. Brady, vice- 
president, Commerce Trust Company, 
Kansas City, Mo. 

The following were elected to the 
executive committee: Harry A. Brink- 
man, cashier, Harris Trust and Savings 
Bank, Chicago, Ill.; J. H. McCoy, 
president, Peoples Bank and Trust Com- 
pany, Marietta, Ohio; and Joel Ferris, 
president, Spokane and Eastern Trust 
Company, Spokane, Washington. 


JAMES C. BOLTON 


Mr. Bolton is the youngest president 
the State Bank Division has ever had. 
He was born in 1899, in Alexandria, 
La. He was educated in the schools of 
Alexandria, Culver Military Academy, 
and the Wharton School of Finance 
and Commerce of the University of 
Pennsylvania. 
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His business career began in the 
credit department of the former Na- 
tional Bank of Commerce, New York, 
but before long he returned to Alex- 
andria, to enter the Rapides Bank and 
Trust Company, of which his father 
is president, as assistant cashier. He 
has since advanced steadily to his pres- 
ent position as vice-president. He also 
served as president of the Alexandria 
Bank and Trust Company of Alex- 
andria until it was merged with the 
Rapides Bank and Trust Company in 
1931. 

He is active in civic affairs as well 
as banking. He has been master of his 
local Masonic Lodge, president of the 
Alexandria Chamber of Commerce, and 
district treasurer of the Emergency Re- 
lief Administration. At present he is 
a member of the City Democratic Exe- 
cutive Committee, and of the Executive 
Board of the Louisiana Baptist Conven- 
tion. 

Because of Mr. Bolton’s youth and 
vigor the State Bank Division can rea- 
sonably look forward to an active and 
fruitful year. 


National Bank Division Meeting 


in this year’s meeting of the Na- 

tional Bank Division. Perhaps there 
wasn't any. The addresses related to 
topics as diverse as banks’ inability to 
loan unless there is a demand for credit, 
business recovery, installation of service 
charges, development and financing of 
foreign trade, and the threat involved 
in the kind of central bank currently 
proposed. 

It may well be that the program was 
deliberately planned with this diversity 
in mind. One can imagine the men 
who arranged it saying to themselves, 
“Well, there is no escaping the fact 
that national banks are beset by a 
variety of difficulties. Why concentrate 
on one of them merely for the sake of 
‘unity’? Why not let the meeting 
range over all of them if possible? And 
then going ahead and inviting speakers 
with this thought in mind.” 


|’ is dificult to find a unifying theme 


Such a method does, after all, give 
a certain unity to the proceedings. It 
assures that the topics discussed will all 
be of interest to national bankers, that 
they will have a current appeal, that 
they will have some practical impor- 
tance. There is something to be said 
for the kind of program presented at 
Washington by the division. 

As if to give a foretaste of the variety 
to come, the presidential address of 
Irving W. Cook, president, First Na- 
tional Bank, New Bedford, Mass., 
ranged over almost the whole field in 
summary form. Mr. Cook cited figures 
on the strength of the national bank- 
ing system, and the amount of trade 
it could finance if the demand were 
present. He spoke of the multiplicity 
and severity of bank examinations as a 
restrictive influence on expansion of 
credit. He dwelt particularly, though, 
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on the fact that the demand for credit 
from sound borrowers is lacking. 

As a result, he pointed out, an in- 
creasing amount of funds has gone into 
government securities, “once a mod- 
erately profitable supplement to a bank’s 
loans,” now “the principal one.” He 
questioned the desirability of such a 
condition. “Private enterprise should be 
able to absorb the greater part of all 
bank funds,” he said, “and would be, 
if it could be revived.” It does not 
revive because of uncertainty and “dread 
of further exercise of federal control 
over private business; a genuine fear of 
the effects of lack of co-ordination be- 
tween federal expenditures and federal 
income; a greater alarm over the pros- 
pects of excessive taxation over a period 
of years.” The remedy, he believes, is 
“encouragement to private enterprise.” 


ONE BANK’S COSTS 


One of the characteristics of private 
enterprise is that, over a period of time, 
income must exceed outgo. But “while 
the formula of requiring income to ex- 
ceed outgo is simple, it is not always 
so easy to apply it” according to Alfred 
G. Kahn, president, Union National 
Bank, Little Rock, Ark., who addressed 
the meeting on the topic “Know Your 
Costs.” 

“DO YOU KNOW THE COSTS 
OF THE VARIOUS TRANSAC- 
TIONS IN YOUR INSTITUTION?” 
he asked—in capital letters. “In ours 
we think we do. Back in 1929 we 
made a study to determine as nearly 
as humanly possible what each transac- 
tion was costing us. We found that 
it was costing us 53/4 cents to cash an 
‘us’ check; 23/4, cents to handle a clear- 
ing check; 2 cents to handle a transit 
check. Therefore it took $10 of col- 
lected funds on deposit to pay for 
cashing one check. It cost us 26 cents 
to open a savings account and furnish a 
passbook. It cost us 66 cents the first 
year to carry such an account with no 
checking whatever, and 40 cents an- 
nually thereafter. 

“On savings accounts under $5 we 


THE BANKERS MAGAZINE 


lost 58 cents the first year and 32 cents 
annually thereafter. Similarly, we lost 
on savings accounts up to $50. A $50 
savings account showed a profit of five 
cents for the first year, yet 48 per cent. 
in number of our savings accounts were 
below that figure. At that time we 
were paying 4 per cent. on savings. 
Therefore, it took the total income from 
$13.33 for an entire year to pay for 
opening the account. 

“The task of fund conversion offered 
similar monstrosities. Eighteen per cent. 
of our borrowers borrowed 86 per cent. 
of our loaned money. Twenty-three 
per cent. borrowed three-tenths of 1 
per cent. in amounts less than $100. 

“Early in 1931 the Little Rock Clear- 
ing-House Association adopted charges 
which eliminated these inequalities and 
brought every account at least to a 
break-even basis. We took this action 
with fear and trembling. Both were 
needless, however, because the charges 
were well received. They have been 
continuously in force ever since.” All 


of the territories throughout the State 
of Arkansas did the same, over a period 
of time, at the suggestion of the Ar 


kansas Bankers Association. “The ter- 
ritories which adopted charges have in 
no case given them up, nor would 
they dream of doing so. 

“Now, if you have in the past de- 
veloped your costs as we did, how re- 
cently have you checked up on them? 
If you have not done so recently, get 
them out, brush off the cobwebs, and 
then refigure them. We have done 
so, and we found them quite askew. 

“To cash an ‘us’ check now ap- 
parently costs 33/, instead of 534 cents 
previously mentioned; similarly to 
handle a clearing item respectively 1.2 
cents and 234 cents. On the other 
hand, to handle a transit check now 
costs 2.4 cents against 2 cents pre- 
viously. This last called for analysis, 
which readily developed the fact that 
the vastly reduced volume was respon- 
sible for the increased cost. On ac- 
count of super-liquidity and low inter- 
est rate we found that instead of $10 
it now requires $18 of collected funds 
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on deposit to cash a check. And so 
I might continue tiringly down the 
list, but I desire only to emphasize the 
fact that costs have changed tre- 
mendously in recent months. 

“The day of pioneering with refer- 
ence to cost finding and adoption of 
schedules of service charges has passed. 
All necessary information, or the means 
of getting it, are available. The task 
of learning costs and installing com- 
pensating charges rests with the bank- 
ers themselves. The ideal vehicle for 
use in the imposition of uniform charges 
is the regional clearing-house associa- 
tion. 

“T do not, however, want to seem to 
stress the raising of income while ig- 
noring the reduction of outgo. Salaries 
must be moderate, frills must be elim- 
inated, the expense account must be 
carefully guarded so as to save the 
pennies. Interest bearing deposits must 
be scrutinized and controlled so that 
they are not handled at a loss. Local 
taxes and insurance protection offer 
fertile fields for reduced costs. 

“Right now the temptation is exceed- 
ingly strong to increase income by put- 
ting into the note portfolio a poorer 
quality of notes in order to build up 
the interest account. Nothing could be 
more dangerous. The answer must be 
found in service charges and low ex- 
penses. 

“Banking, more than any other busi- 
ness or profession, is on trial. We 
feel, and I think justly, that the com- 
mercial banker has been made the scape 
goat of the later phases of the depres- 
sion. It is no use to rail at these facts. 
The important thing is that we justify 
our existence, and that, in doing so, 
we never drive any business away which 
is willing to pay its way, nor alienate 
our public.” 


FOREIGN TRADE FINANCING PROBLEMS 


At the close of Mr. Kahn’s address 
an unscheduled interpolation was made 
in the program. President Cook intro- 
duced George N. Peek, president of 
the Second Export-Import Bank, Wash- 


ington, D. C. Mr. Peek told of the 
circumstances which led to the organiza- 
tion of the Second Export-Import Bank, 
which he said “was organized specif- 
ically for the purpose of doing busi- 
ness with Cuba” but which later ex- 
tended its activities to other countries. 

He outlined the general policy of the 
bank, and described its methods, laying 
stress on the fact that it grants credit 
“only when unusual circumstances in- 
dicate that commercial banks cannot 
handle the business.” “The bank does 
not propose,” he said, “to subsidize ex- 
ports at the expense of the taxpayers, 
to furnish capital for wildcat promo- 
tional developments in foreign lands, or 
to act as a collection agency for old, 
slow accounts.” 

As a result of the activity thus far, 
the bank has made certain discoveries: 

“First, there is a demand for assist- 
ance from export interests who believe 
the exchange problem to be the prin- 
cipal hindrance to their business. This 
is being taken into account in the nego- 
tiation of commercial treaties with other 
countries. 

“Second, credit men and many bank- 
ers hold that the chief requirement is 
co-operation in intermediate and long 
term assistance.” The bank shares this 
view, and is shaping its policy accord- 
ingly. 

“Third, there is a demand for assist- 
ance for private credit insurance from 
people now enjoying credit insurance.” 
This is outside the power of the bank. 

“Fourth, there is a demand largely 
from small exporters for short term as- 
sistance through credits which the banks 
would normally furnish. A good many 
small exporters say that the banks have 
become salivated [sic} on foreign trade. 
Some of them have had an experience 
with securities they bought and they 
think their customers should stay out 
of it altogether, almost regardless of the 
credit of the customer to whom they 
are shipping their goods, and of the 
country involved.” The bank is look- 
ing into this question. 

Mr. Peek closed with the remark 
that “the bank would welcome the ap- 
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pointment of a committee of this con- 
vention made up of representatives of 
your own choosing to co-operate with 
the bank and with which we may co 
operate.” President Hecht appointed 
such a committee a few weeks after 
the adjournment of the convention. 
CENTRAL BANKING ABROAD 

This address, fixing the minds of the 
delegates on the countries outside the 
United States as it did, constituted an 
excellent preparation for the remarks 
of Frank P. Bennett, editor United 
States Investor, Boston, Mass., on “Who 
Should Handle Reserves of National 
Banks?” Despite the title, most of Mr. 
Bennett’s address was on the subject 
of central banking. 

“There is a good deal of loose think- 
ing on this subject of central banks,” 
he said. “The names of Bank of Eng- 
land and Bank of France are sur- 
rounded with glamor in most eyes. 
There has developed, in the minds of 
Congressmen and a good many others, 
the conception of these banks as two 
potent monopolies, wielding a whip 
hand over all other banks in their re- 
spective countries, but docile to the 
point of subservience in their attitude 
toward the finance officers of govern- 
ment. Their function is conceived to 
be that of marshaling all the banking 
reserves and all the banking power of 
England and of France, and then of 
placing this completely at the service of 
the Chancellor of the Exchequer or 
Minister of Finance when he shall ask 
for it. Who can wonder that with 
this conception of the British and 
French banking systems, many men in 
public life have come to think of them 
as preferable to our Federal Reserve 
System? How are they to know that 
this conception is as grotesque as a 
picture from Alice in Wonderland?” 

“Let’s take a square look at those 
banks. Each is in essence a private 
business enterprise. Its capital stock is 
owned by anybody who chooses to buy 
it. Figures compiled a few years ago 


showed that the Bank of England had 
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10,000 stockholders and the Bank of 
France 30,000. The stockholders ac- 
tually choose the directors of the banks. 
The British Chancellor of the Exchequer 
has no more to do with the choice of 
the twenty-six directors of the Bank of 
England and the Minister of Finance 
of France no more voice in the choice 
of the fifteen regents and the three 
censors who direct the Bank of France 
than have you and I. The Chancellor 
is equally without voice in the selection 
of governor and deputy governor for 
the Bank of England, and although the 
Minister of Finance and his president 
appoint the governor and two _ sub- 
governors for the Bank of France it is 
the fifteen regents or directors, meeting 
once a week, who decide upon the rate 
of discount and the governor or sub- 
governors cannot change this rate by 
so much as one iota without their ap- 
proval. You see, the very essence of 
the structure of these banks is their 
independence of government. 

“Nor do the stockholders ask that 
the directors shall promise to be humble 
collaborators at all times in whatever 
treasury policy the party that happens 
to be in power shall adopt. The di- 
rectors of the Bank of England gen- 
erally serve for life. The so-called 
Committee of the Treasury, made up 
of those who have had twenty years or 
so of service, and have ultimately been 
deputy governors and governors 1n ro- 
tation, really run the bank, and they 
have particular control over the rela- 
tions of the bank with the govern- 
ment. 

“Do you see in this situation the 
slightest similarity to that central bank 
which some men in public life are ask- 
ing that this country establish? 


AFRAID OF INDEPENDENCE 


“The argument for conversion of our 
Federal Reserve System into a single 
central bank and branches finds most 
of its advocates among those who think 
our present system is not docile enough 


when the Treasury speaks. They would 
have a central banking organization be- 
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cause they believe it would come 
quickly to heel at the Treasury’s desire. 
The men to direct the organization 
would be chosen by public authority; 
they would be expected to retire cheer- 
fully when new executives take over 
the Government. They must have the 
wishes of the Treasury in mind when 
they fix discount rates, and they must 
lend cheerfully to the Government or, 
at the Government’s behest, to others, 
whether that procedure accords with 
their own independent judgment or not. 

“Isn't the major objection now raised 
to. the Federal Reserve System that 
some of the governors of the Federal 
Reserve banks have independence of 
judgment and express their views be- 
fore committees of Congress and to 
members thereof? And isn’t one other 


objection that the seventy-two directors 
are strong figures from banking and 
commercial life who aim to be men and 
not mere lay figures in the conduct 
of these institutions? 

“If this is a correct analysis of the 


desires behind the movement for a cen- 
tral bank, then the movement takes on 
an ominous character. It asks that this 
country undertake something that is 
without sanction of anybody's experi- 
ence. Contrary to popular notion, the 
long and useful records of the Bank 
of England and of the Bank of France 
furnish no precedent for this purely 
American proposal. They are not 
agencies of government, nor are they 
conducted from the government point 
of view. They choose their own di- 
rectors, and they ask of them only that 
sturdy independence of judgment com- 
mon to men of this type. 

“They do have close relations with 
the national treasury, and they do share 
with the treasury grave responsibilities 
for national welfare, but when officers 
or directors of the Bank of England 
or the Bank of France meet in con- 
ference with officers from the treasury, 
it is a meeting of strong men with 
strong men, and of independent judg- 
ment with independent judgment. There 
is no calling to heel of supple servants. 
There is quite as much likelihood that 
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the treasury will yield something to 
bank judgment as that the reverse course 
will prevail. 

“Is there something peculiar to the 
atmosphere of America that makes it 
perilous for the Treasury Department 
to have to deal with men and not with 
mere creatures of its own when it is 
working out its problem of relations 
with banks? 


AN APPEAL FOR INTEREST 


“T have purposely refrained from dis- 
cussing the danger that the proposed 
central bank will become a football of 
politics. I have confined this discus- 
sion instead to a statement of exact 
facts about successful central banks of 
other countries and about the angle 
from which Congress is likely to ap- 
proach this problem. I cannot avoid 
the conclusion that national banks 
should begin at once to take a livelier 
interest than heretofore in the welfare 
of the Federal Reserve System. 

“The trouble with the Federal Re- 
serve System from the first has been 
that it has had no really earnest fricnds 
among bankers but has had some de- 
cidedly zealous enemies among banks 
and men in public life. The question 
really is whether national banks can 
afford to continue a policy of passivity 
toward the Federal Reserve System. 

“Everybody knows that the bank 
reserves of this country, whether of 
state or national banks, ought to be 
centralized. The practical question is 
whether the central reserves shall be 
handled by organizations that are 
trained in banking and business and 
have banking and business reputations 
to sustain, or by a type of organiza- 
tion never yet proven by actual opera- 
tion in any great country, whose per- 
sonnel shall be political in its origin 
and political in its point of view. The 
militant course of trying to re-establish 
the Federal Reserve System in public 
esteem and of trying to bring all com- 
mercial banks into its membership does 
seem the more praiseworthy decision.” 





NEXT YEAR’S OFFICERS 


At the close of the meeting the fol- 
lowing officers were elected to serve for 
the ensuing year: President, C. J. 
Lord, vice-president, National Bank of 
Commerce of Seattle, Olympia, Wash.; 
and vice-president, Carl W. Allen- 
doerfer, vice-president, First National 
Bank, Kansas City, Mo. 

The following were elected to the 
executive committee: Maurice G. Shen- 
nan, vice-president, First National Bank, 
Wilkes-Barre, Pa.; H. E. Cook, presi- 
dent, Second National Bank, Bucyrus, 
Ohio; Oliver G. Lucas, president, Na- 
tional Bank of Commerce, New Or’ 
leans, La.; and Harold Kountze, presi- 
dent, Colorado National Bank, Denver, 
Col. 


HE Trust Division meeting was 
strictly a business session. Not 
for it the discussion or descrip- 
tion of Government plans and volicies; 
this was done in the general sessions. 
Nor did it interest itself in the eco 
nomic implications of the New Deal, 
important as they are to the trust busi- 
ness. It seemed content to leave this 
to other divisions. It did not even 
seem to care what the country wanted, 
nor what is ahead of trust departments 
in an era of change. It had its eyes 
fixed on today and its own immediate 
problems. It confined its program to 
the trust business. 

Paradoxically it chose to learn about 
the trust business from men not di- 
rectly concerned therein. Its two sched- 
uled speakers came, one from a Fed- 
eral Reserve Bank, the other from a 
national bank. But their addresses did 
not lack specific knowledge or interest 
for all of that. They were full of 


meat and held perhaps more of the 
new and interesting than would have 
been possible from men concerned di- 
rectly with the details of trust admin- 
istration. 
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Trust Division Meeting 











C. J. LORD 





Mr. Lord was born in 1863 in Louis- 
ville, New York. He was educated in 
high school and business college, and 
then spent nine years importing Holstein 
cattle, French coach horses and Per- 
cheron horses. In the course of this busi- 
ness he made eighteen trips to Hol- 
land, France, England, Scotland and 
Belgium. 

He entered the banking business in 
1890, organizing and becoming presi- 
dent of the Capital National Bank of 
Olympia. He continued in that posi- 
tion until 1933, when the bank liqui- 
dated 100 per cent. He then entered 
his present position as vice-president of 
the National Bank of Commerce of 
Seattle, Olympia, Washington. 








Only the first address was delivered 
by a trust man. The president of the 
division, H. O. Edmonds, vice-president 
of the Northern Trust Company-Bank, 
Chicago, Ill., sounded the keynote for 
the whole meeting. Rapidly he reviewed 
the trust events of the year: 


“The trust activities of the year past 
have been less in the direction of busi- 
ness extension and more in the line of 
careful administration. 

“Our relations with the 
continued to improve. 

“Probably the most outstanding new 
feature in corporate trust work this 
year is the plan for examination by the 
Federal Reserve Board of the trust de- 
partments of member banks. Your presi- 
dent was instructed by the executive 
committee to tender our co-operation 
to make this plan as effective as pos- 
sible. It is of the highest interest to 
every member of the trust division and 
will tend to improve and make uni- 
form the nomenclature of trust ac- 
counts, the method of valuing trust 
property, the compiling of useful statis- 
tics and the improvement of trust prac- 
tice generally. 


bar have 
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THE PROBLEM OF CASH FUNDS 


“Undoubtedly there are many un- 
solved problems before us and Jit is not 
my purpose to dwell upon them, for 
it is only by slow degrees and by 
patience that progress can be made, es- 
pecially where legislation or govern- 
mental action is required. I will men- 
tion one problem which must be car- 
ried forward until it can be solved. 
This is the method of holding and se- 
curing cash funds of trust accounts, 
whether principal or interest, until these 
are paid over or invested. 

“The problem of making deposits safe 
for small depositors is being worked 
out. In addition there is required a 
deposit of securities in the case of na- 
tional banks to secure the safety of trust 
cash. If the deposit insurance is sufh- 
cient, then the additional security for 
trust cash is unnecessary. Furthermore, 
the additional security for trust deposits 
is drawn from the capital or deposits 
in the banking department. Assuming 


that insurance and good supervision 
make deposits safe, then this additional 


security deposit is unnecessary. In a 
sound banking system all deposits 
should be safe and there should not 
be different degrees of safety, even be- 
tween a trust deposit and an ordinary 
deposit. 

“It would seem, therefore, that the 
deposit of securities with the govern- 
mental authorities to protect trust cash 
should be abolished. In some states 
trust cash is required to be carried in 
some other bank than that of the cor- 
porate trustee. This imposes addi- 
tional work, substitutes another risk for 
that of the bank’s own solvency, and 
may easily lead to a series of reciprocal 
accounts. 

“In bad times a careful trustee will 
want to have his cash funds nowhere 
except in his own control. If he has 
the right to carry these funds in his 
own bank but has been required to de- 
posit a part of his assets in order to 
furnish additional and unnecessary se- 
curity for his trust cash, he has in so 
doing weakened the security of all of 
his deposits. 
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“It would seem rather that deposits 
should be made secure but one deposit 
should not be made more secure than 
another, even though it be cash be- 
longing to a trust. There is so little 
demand by trust customers for protec- 
tion in this respect that in all my ex- 
perience I have never encountered it 
in dealing with actual or prospective 
trust customers. Either the cash is in- 
come and will be speedily disbursed, or 
it is principal and will be invested. 
Governmental supervision will know 
how to deal with improper delays in 
investing funds. Such acts can be 
penalized. They seldom occur and 
would be easy to deal with if they did 
occur. 

“The solution of this problem can 
only be worked out by national or state 
legislation or both. The first step 
might be if the federal regulations af- 
fecting trust departments of national 
banks could be changed so that all de- 
posits were treated alike. The tend- 
ency of state enactments would be to 
approximate those of the Federal Gov- 
ernment, assuming this idea of uniform 
treatment is sound.” 


CONSTRUCTIVE, HELPFUL EXAMINATIONS 


The subject of “Trust Department 
Examination and Supervision” by the 
Federal Reserve Board, referred to by 
Mr. Edmonds, was discussed more fully 
by Eugene M. Stevens, chairman of 
board and Federal Reserve agent, Fed- 
eral Reserve Bank of Chicago, Ill. 

“With the sense of the specialized 
character of fiduciary administration, 
supervising authorities have come to 
realize that the type of examination re- 
quired can be properly conducted only 
by men specially trained by education 
and experience along these lines,” he 
said. “To this end, the Comptroller 
of the Currency, the Federal Reserve 
banks, and state authorities are assign- 
ing men to trust examination work who 
are specialists in this field. Within the 
last year the Federal Reserve System 
has established in each of its banks 
trust examination and supervision de- 
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partments, and the Comptroller is do- 
ing the same. Heretofore trust depart- 
ment examinations have often been 
merely a check-up of securities and 
reconcilement of balances. It is the 
purpose in the future that trust ex- 
aminers shall investigate and review 
policies and practice and management. 

“Not the least of the duties of the 
trust examiner will, therefore, be edu- 
cational in character. His continued 
contact with trust departments in many 
banks will enable him to appraise the 
best in policy and practice and to in- 
fluence trust departments to adopt such 
methods as have proven best. Through 
this process it is hoped that there will 
be evolved a standardization in the ad- 
ministration of trusts, in banks large 
and small, and that those who may be 
engaging in improper practices through 
ignorance will be enabled to correct 
their errors. 


“To the end that standardization 


may be developed, there has recently 
been held in Washington a conference 


of trust examiners of all the Federal 
Reserve banks. This conference con- 
sidered at length questions which were 
designed to involve all phases of trust 
administration. Out of this conference 
grew an understanding and adoption of 
principles to co-ordinate trust examina- 
tion and supervision in the several dis- 
tricts. 

“The report forms on trust depart- 
ment examinations have been revised 
and are inclusive of matters of policy 
and procedure as well as detail, and it 
is of interest to note that the forms now 
used by the Comptroller, the Federal 
Reserve banks, and the Federal Deposit 
Insurance Corporation are practically 
identical. 

“Tt should be understood that the 
emphasis in this supervision is placed 
strongly on the constructive and help- 
ful side rather than that of the critical. 
The job of any bank examiner is not 
merely a fault-finding one. It is, of 
course, necessary to discover what may 
need correction, but that is only a 
small part of his duty. He should 
thereafter devote himself not only at 
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the time of the examination but through 
subsequent visits and review to be con- 
structively helpful in correction of in- 
competence or maladministration. Our 
examiners are very definitely instructed 
to take this attitude and it is note- 
worthy that the banks in increasing 
numbers are coming to us seeking ad- 
vice and counsel on their problems. 

“We are aware of the splendid ef- 
forts of the trust section of the Ameri- 
can Bankers Association as reflected in 
its adoption of the declaration of prin- 
ciples of trust administration for the 
guidance of its members. It is our 
hope that our practice in examination 
and supervision of trust administration 
may be fully co-operative with what 
you are trying to do. To this end 
we invite your help and your con- 
fidence. By our united efforts and by 
our co-operation in attaining and main- 
taining the highest standards of trust 
policy and practice, we may confidently 
expect that the public will come to 
recognize and renew a justified con- 
fidence in the trust administration of 
our banking system.” 


THE IDEAL TRUST DEPARTMENT 


Efforts to improve the quality of trust 
service are not confined of course to 
outside supervisory and examining 
agencies. The executive officers of the 
institution itself are constantly seeking 
the same ends. What they conceive 
as the perfect trust department was de- 
scribed by Tom K. Smith, president the 
Boatmen’s National Bank, St. Louis, 
Mo., in his address “Trust Department 
Policies as Seen by the Bank President.” 

The most important entity in the 
modern trust organization, according to 
Mr. Smith, is the trust estates commit- 
tee. It should be made up of men 
who, by the acquisition and successful 
management of personal fortunes, have 
demonstrated that they will bring to 
the committee strength and first-hand 
business experience. They should be 
“men of both strength and courage— 
strength to withstand pressure to buy 
common stocks or to sell high-grade 





THE BANKERS MAGAZINE 


bonds when considerable pressure is 
brought to bear—and courage to take 
steps, vigorous and decisive, when losses 
must be faced.” : 

The selection of employes for the 
trust department is also of great im- 
portance. Applicants should have good 
character, a broad cultural background, 
alertness, adaptability to changing con- 
ditions. They should be permitted to 
attend meetings of the corporate fidu- 
ciaries associations and_ similar or- 
ganizations in most of the larger cities. 
Understudies should be consciously 
groomed for key positions in the de- 
partment. 

For, “the trust officer is the point of 
contact between the institution and its 
clients; to the public he personifies the 
department. He must, of course, be an 
executive, able to keep his department 
operating smoothly and to command 
the respect of his subordinates. But 
more than this, he must be an under- 
standing, considerate gentleman, one to 
whom bewildered beneficiaries can come 
with an assurance of kindly and calm 
and sympathetic aid.” 

The department itself “must be calm 
and quiet and it should be substantial; 
there is no necessity for expensive ele- 
gance, but there should be an atmos- 
phere of quiet friendliness.” 

To handle the investments of trusts, 
there should be three co-operating en- 
tities: the statistical department, the ad- 
ministrative officers of the institution, 
and the trust committee. “The statisti- 
cian reviews constantly the securities in 
the portfolio of the various trusts. He 
communicates his information to the 
administrative officers who know the 
human story behind each trust. These 
officers present the situation to the trust 
estates committee. These gentlemen are 
in something of a Supreme Court po- 
sition. There in committee the course 
of action is determined.” 


THE PRESIDENTS PART 


With such a department “the presi- 
dent of a bank can take a very definite 
part in the field of securing new busi- 
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ness. He should by all means be 
available for counsel when questions re- 
garding newspaper advertising, direct- 
by-mail and other sales campaigns are 
under consideration. He can suggest 
that a call be made on a certain in- 
dividual or corporation. In important 
situations he should be available to 
write a letter, make a telephone call, 
or, if the situation warrants, he should 
count it a privilege to make a personal 
call. 

“The president should consider from 
time to time, in conference with his 
trust officers and trust estates commit- 
tee, the charges that are made for 
various duties performed. The depart- 
ment should receive adequate compen- 
sation for its services. He must not, 
however, make the mistake of permit- 
ting poor and inadequate trust service 
as a means of keeping expenses down. 
The bank should hold to the high reso- 
lution of doing a good job, even at a 
loss, or it should retire from the field. 

“An alert president always has in 
mind the bank’s relation to the public, 
and to groups within that public. I 
refer particularly to the members of the 
bar association and to the life insurance 
men. ‘There are so many opportunities 
to work together and to co-operate to 
mutual advantage, that it seems foot- 
less to talk about differences that sepa- 
rate us. Yet there will always be sit- 
uations arising that require sympathetic 
approach and tactful handling. I think 
the president, to a marked degree, can 
do much to develop a satisfactory work- 
ing policy with these groups and con- 
tinue to hold their good will and co 
operation. 

“There remains one important con- 
sideration. We all have many wills 
and trusts in actual operation, some 
new and some of years’ standing. These 
represent the loving thought and in- 
terest of a donor for those dependent 
upon him or within the generosity of 
his bounty. Acting under authority 
and instruction of these instruments, 
we provide means of food and cloth- 
ing, health and happiness, and perform 
hundreds of acts that affect the general 
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well-being of these beneficiaries. We 
undertook these fiduciary obligations to 
these beneficiaries with the assurance 
on our part that we could carry them 
through. We are not responsible for 
changing conditions of civilization nor 
for governmental policies that seem to 
help or hinder. There are those in 
the United States who seem to be dis- 
turbed and express the fear that busi- 
ness will be throttled, that excessive 
taxation and inflation will come to such 
extent that not only will trust income 
cease, but the corpus of the trust itself 
will be destroyed. This is a policy of 
fear to which, I am frank to say, I do 
not subscribe. I have the faith to be- 
lieve that the inherent common sense 
of our citizens will prevail and that 
the great constructive historical trust 
service, built as it is on solid rock, will 
withstand for many years the passing 
storms of the present day.” 


THE NEW OFFICERS 


As a part of the meeting, the fol- 
lowing officers were elected to serve for 
the ensuing year: President, Leon M. 
Little, president, New England Trust 
Company, Boston, Mass.; and _ vice- 
president, Merrel P. Callaway, vice- 
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president, Guaranty Trust Company, 
New York City. 

The following were elected members 
of the executive committee: I. F. Frei- 
berger, vice-president, Cleveland Trust 
Company, Cleveland, Ohio; James W. 
Allison, vice-president, First and Mer- 
chants National Bank, Richmond, Va.; 
Frederick A. Carroll, vice-president, 
National Shawmut Bank, Boston, Mass.; 
Harold Eckhart, vice-president, Harris 
Trust and Savings Bank, Chicago, IIl.; 
and Samuel C. Waugh, vice-president 
and trust officer, First Trust Company 
of Lincoln, Nebraska. 


LEON M. LITTLE 


Mr. Little is the complete New Eng- 
lander. He was born in Newburyport, 
Mass., in 1887. He was educated at 
Harvard, receiving his A.B. in 1910. 
All his business life has been spent in 
Boston, first with Parkinson and Burr, 
then with W. A. Harriman and Com- 
pany, then as trust department investor 
and assistant vice-president of the First 
National Bank of Boston. Since 1927 
he has been vice-president of the New 
England Trust Company, Boston, Mass. 

He is also president of the First 
National Bank, Ipswich, Mass., and a 
trustee of the Institution for Savings 
of his home town, Newburyport, Mass. 


Savings Division Meeting 


HE meeting of the Savings Divi- 
sion was distinguished in many 


respects this year. 


It was brief. It began at 2.10 p. m. 
on Wednesday afternoon, October 24, 
and was finished by 3.45. Yet every 
one of those ninety-five minutes con- 
tained something of value for those 
who attended. 

It was cheerful and inspiring. With 
the savings bankers, as with Henry 
Ford, the depression seems to be over. 
Optimism resounded through all the 
addresses. 

It dealt with none of the policies of 
the New Deal. It paid little attention 
to politics or to other controversial 


questions. In this it was different from 
many of the meetings. 

It was treated to excellent addresses, 
all the more welcome because they were 
not too long. One of them was sufh- 
ciently good to warrant reproduction 
in full in a later issue. 

It was varied. One of the addresses 
was a review of the past year, a look 
back. The second was in the nature 
of a peering into the future. The third 
dealt with a problem which is very 
much a present one. 

In short, the Savings Division meet- 
ing was just about all that a good con: 
vention meeting should be. 
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THE YEAR IN SAVINGS 


Division President Henry S. King- 
man, who is treasurer of the Farmers 
and Mechanics Savings Bank, Minne- 
apolis, Minn., was the man who took 
the look back. He reported that “sav- 
ings deposits in banks, after a pre- 
cipitate decline of $6,795,400,000 over 
the three preceding years, have again 
turned upward, with a net increase of 
almost $450,000,000. The number of 
savings depositors, which had decreased 
from over 53,000,000 in 1928 to almost 
39,250,000 a year ago, has risen to 
39,500,000. 


“In school savings also, for the first 
time in three years, deposits have ex- 
ceeded withdrawals. 

“Ordinarily the New England and 
Middle Atlantic States, which hold ap- 
proximately 68.3 per cent. of time and 
savings deposits, because of their di- 
versity of industry can be counted upon 
to help swell the gain in savings de- 
posits. This year to a greater degree 
than in any other section they failed 
to move ahead. Among the New Eng- 
land states only in Maine, New Hamp- 
shire and Connecticut were deposits 
greater than withdrawals. In New 
York the decrease was so great that it 
overcame the gains in the other five 
Middle Atlantic states. The South 
fared well. Only in Georgia, Florida 
and Louisiana where losses recorded. 
Naturally in the area of the great 
drouth losses were to be expected. In 
the Pacific Coast area all the states 
showed gains with the exception of 
Idaho and Arizona.” 


Mr. Kingman followed these com- 
ments on savings accounts with a re- 
view of the trend in Postal Savings, 
leading up to an argument for the dis- 
continuance of the Postal Savings Sys- 
tem or a reduction in the maximum 
amount which one person may deposit. 
One of the reasons why the elimina- 
tion of the Postal Savings System is 
desired is because the rate paid on such 
deposits interferes with interest rate re- 
ductions on deposits in banks. 
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“Interest rates on savings deposits,” 
he said, “have constituted a major per- 
plexity during the past year. Bankers 
are having difficulty in finding invest- 
ments which return adequate profit on 
the funds entrusted to their care. This 
makes for a low interest rate. Yet 
bankers realize that a low rate tends 
to reduce savings. At the present time 
the prevailing rate would likely be 
either 2 per cent. or 21/4 per cent.” 

WHAT IS A THRIFT DEPOSIT? 

But interest rates are not the only 
problem the savings bankers have to 
wrestle with. They have also the diffi- 
cult task of seeing that savings de- 
posits only are deposited in savings 
accounts. “Several years ago,” Mr. 
Kingman said, “a study by a special 
committee composed of representatives 
of the Federal Reserve banks revealed 
that some so-called savings accounts 
contained exceedingly large sums, and 
that some of these deposits, ‘especially 
in metropolitan centers, are not in the 
nature of savings, but have a consider- 
able velocity of turnover and should 
be classified as demand deposits. 

“Banks interested in the savings busi- 
ness found their large accounts sources 
cf potential or actual danger during 
the months, now happily past, of bank 
stress. The larger depositors, rather 
than the smaller ones, withdrew their 
balances suddenly, thus throwing an 
undue burden on the banks’ function- 
ing. Normally a bank can handle the 
withdrawal of many small deposits, but 
it is not geared to meet the shock of 
precipitate withdrawals of large sums. 

“The Savings Division is making a 
study of the implications of ‘funds ac- 
cumulated for bona fide thrift purposes.’ 
Presently it expects to announce plans 
for the adequate handling of this busi- 
ness so that the determination of the 
purpose of the funds offered will be 
easily discerned, thus removing from the 
bank the burden of proof that an 
offered deposit is an ‘accumulation’ for 
bona fide thrift purposes.” 





672 


LESS PROFIT; BETTER MANAGEMENT 


Mr. Kingman then introduced Dr. 
L. Douglas Meredith, Commissioner of 
Banking and Insurance of the State of 
Vermont, Montpelier, who spoke on 
“Savings Banking in An _ Era of 
Change.” 

“One consequence which will prob- 
ably ensue from the present period of 
change,” said Dr. Meredith, “is the 
necessity of conducting the savings busi- 
ness with a small margin of profit. 
Profit margins in the past have con- 
stituted only a very small percentage of 
return on invested assets, but over a 
period of time, the rate of return in 
the future will probably be still lower. 
The United States as a nation is matur- 
ing and will soon be classed as an ‘old 
country.” It is the experience of every 
country, as it matures, that interest 
rates tend to decline and this, in turn, 
reduces the income to investors. Con- 


sequently, the large returns made pos- 
sible by the rapid agricultural and in- 


dustrial expansion of the United States 
during the past fifty years may not be 
duplicated by returns of the future. 
While conceding the existence of other 
possibilities, this is at least a reasonable 
basis upon which to conduct the sav- 
ings banking business.” 

In the past the “policy of banking 
by statute has converted savings bank- 
ing into a rule-of-thumb business in 
which executives have been compelled 
to rely upon laws, particularly invest- 
ment laws, frequently outmoded at the 
time of their enactment. Numerous 
bankers have still further avoided re- 
sponsibility by relying too largely upon 
pretentiously named and highly priced 
advisory services instead of exercising 
their own judgment. Of course, ad- 
visory services may be of great value 
so long as they present useful factual 
information and so long as their advices 
are accepted as informative opinions, 
but their recommendations should not 
be substituted for the decisions of 
bankers. The savings business cannot 
satisfactorily be conducted by puppets. 
It calls for men steeped in the best 
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traditions of banking, versed in the 
history of nations, familiar with basic 
principles of economics and ever alert 
to changing conditions. ‘Good banks 
are made not by good laws and by 
good advisory services, but by good 
bankers.’ 


INVESTMENT PREJUDICES AND FADS 


“Tt is not surprising that savings 
bankers have suffered bewilderment as 
a result of the deflation of the last 
five years. The value of investments 
which had withstood the test of de- 
cades vanished in rapidly declining 
markets. 

“There is hardly any type of sav- 
ings bank investment which has not 
offered numerous reasons for avoiding 
that type of investment in the future. 
Nevertheless, many types of invest- 
ment presently afford attractive opportu- 
nities for safe and profitable commit- 
ments and will continue to afford such 
opportunities. For example, real estate 
loans have commonly fallen into disfavor, 
but many opportunities exist today for 
making loans secured by real estate mort- 
gages. There is no reason why a medium 
of investment of this kind should be cast 
aside forever merely because commit- 
ments made in the past have caused 
trouble, and because the drastic de- 
velopments of the past five years have 
demonstrated the necessity of maintain- 
ing high standards of selection. 


“Bankers frequently become con- 
vinced that a given class of investment 
offers especially attractive opportunities 
for commitment, and they ‘then pur- 
chase large blocks of issues falling 
within that class. This group of in- 
vestments, in all likelihood, survives the 
vicissitudes of time for a while but 
sooner or later succumbs to the in- 
evitable consequences of changed con- 
ditions. When this happens, hundreds 
of disillusioned bankers beat a whole- 
sale retreat from this particular class 
of investment and turn to some other 
type which, at the moment, promises 
a greater degree of safety. The second 
class of security enjoys great favor until 
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it proves to be disappointing, at which 
time it is completely abandoned for 
something more attractive. This tend- 
ency greatly reduces the degree of 
diversification of bank portfolios and 
submits deposits to the greater risk 
which consequently results from dimin- 
ished diversification. 

“Courage in handling investments 
applies not only to their selection, but 
likewise to their administration. Greater 
consideration must be given in the 
future to the amortization of loans even 
though it sometimes seems very desir- 
able to allow a loan to run as long 
as the interest is being paid promptly. 
There are no assurances in the great 
majority of cases that the borrower's 
income will continue indefinitely, and 
for that reason a portion of it should 
be used to reduce the loan. In every 
type of investment there is the further 
consideration of almost inevitable depre- 
ciation of the assets securing a loan 
provided it runs indefinitely without 
reduction. 

“Savings bankers must accept as a 
recognized part of their work the neces- 
sity of dealing with slow assets. Few 
assets which ultimately are placed in 
the slow column indicate this outcome 
at the time of acquisition, but portions 
of the most carefully selected lists of 
investment inevitably find a place there. 
Consequently, with slow assets compris- 
ing a relatively large part of many sav- 
ings bank portfolios and with the in- 
evitability of constant development of 
slow assets, greater attention must be 
paid to the management and admin- 
istration of holdings of this class. 


A PLEA FOR CO-OPERATION 


“Finally, the present period of drastic 
-change in American economic life has 
produced among bankers a new attitude 


toward collective action. Collective ac- 
tion has developed not only between 
groups of banks but is greatest between 
the banks of the country and federal 
agencies such as Reconstruction Finance 
Corporation and Federal Deposit In- 
surance Corporation. 
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“Bankers should not allow the 
strength which has come from co 
operation to be dissipated in the future. 
F.D.I.C. has become an established part 
of the American banking system. Bank- 
ers can accomplish little or nothing by 
displaying an attitude of obstinate hos- 
tility toward it. On the other hand, a 
truly constructive attitude, prompted by 
the courage and vision which savings 
bankers should possess will result in 
innumerable benefits to the banking 
structure of the country. Regardless 
of the ultimate outcome of deposit in- 
surance, the co-operative spirit in which 
F.D.L.C. officials seek to aid in solu- 
tion of pertinent banking problems 
should produce results unattainable 
without that spirit. This attitude on 
the part of F.D.I.C. officials has pro- 
duced innumerable pleasant surprises 
among those of us who are close to 
banking in Vermont. 

“The history of savings banking em- 
braces the finest traditions of the bank- 
ing profession. For decades savings 
banking has been the economic strong- 
hold of the people of this country. In 
the face of an economic tidal wave 
which has shaken the confidence en- 
gendered by decades of experience, sav- 
ings bankers must face the future with 
courage, clearly recognizing the new 
conditions which confront them.” 

As mentioned by Dr. Meredith, real 
estate loans are currently in disfavor, 
not because this form of investment is 
unsound, but because of poorly made 
loans in the past. It is possible to make 
real estate loans, even now, on a sound 
basis. Will C. Wood, vice-president, 
Bank of America National Trust and 
Savings Association, Oakland, Calif., 
told how this can be done, in the third 
address of the session, on “What Con- 
stitutes a Sound Real Estate Loaning 
Policy.” This address contained so 
much of value and practical use that 
it was thought unwise to try to sum- 
marize it in the limited space at our 
command in-this account of the meet- 
ing. Instead it is being published in 
full in a later issue of THE BANKERS 
MAGAZINE. 





THE BANKERS MAGAZINE 








NEXT YEAR’S OFFICERS 


At the close of the meeting, the fol- 
lowing officers were elected to serve 
for the ensuing year: President, T. J. 
Caldwell, vice-president, Union Na- 
tional Bank, Houston, Texas; and vice- 
president, Philip A. Benson, president, 
Dime Savings Bank of Brooklyn, Brook- 
lyn, N. Y. 

The following men were elected to 
the executive committee: Henry S. 
Sherman, president, Society for Sav- 
ings, Cleveland, Ohio; Will C. Wood, 
vice-president, Bank of America Na’ 
tional Trust and Savings Association, 
Oakland, Calif.; Levi P. Smith, vice- 
president, Burlington Savings Bank, 
Burlington, Vermont; Bradley Currey, 
vice-president and cashier, American 
Trust and Banking Company, Chat- 
tanooga, Tenn.; and E. K. Woodworth, 
president, New Hampshire Savings 


Bank, Concord, N. H. 


State Secretaries’ 


BANDONING all pretence of a 
Aen program, the meeting of 
the State Secretaries Section this 
year consisted entirely of committee 
reports. Thus the section maintained 
its reputation not only for having meet- 
ings a little different from the other 
groups which meet at the annual con- 
ventions, but also for having each meet- 
ing different from those which pre- 
ceded it. 

It is probable, however, that other 
motives than this desire for variety led 
to the limitation of the meeting to com- 
mittee reports this year. The third 
session of the Constructive Customer 
Relations Clinic was scheduled to fol- 
low the meeting of the secretaries, and 
with seven committees to make reports, 
there was not time for outside speak- 
ers or formal addresses. Even without 
scheduling any such addresses, the sec- 
tion ran ten minutes over time. This 


was undoubtedly due to the fact that 
at the beginning of the meeting Ronald 


Mr. Caldwell was born in Austin, 
Texas, in 1882. He was educated in 
the public schools and the University 
of Texas. 

His business career began in 1906, 
as clerk in the Fort Worth National 
Bank, Fort Worth, Texas. From 1909 
to 1917 he practiced law in his home 
town, Austin. In 1917 he helped to 
organize the Federal Land Bank of 
Houston, and from then until 1919 he 
was its treasurer and one of the di- 
rectors. He then returned to the Fort 
Worth National, this time as a vice- 
president, and remained until 1921, 
when he joined the Federal Interna- 
tional Banking Company, New Orleans, 
La. He held the latter position until 
1925. Subsequently he entered his 
present position. 

The variety of positions which he 
has occupied, with its connotation of 
his adaptability, augurs well for his 
leadership of the Savings Division in an 
“era of change.” 


Section Meeting 


Ransom, chairman of the Banking Code 
Committee, asked the privilege of mak- 
ing an announcement to the secretaries. 


“T felt sure;” he said, “that this first 
announcement of the latest develop- 
ment in regard to the banking code 
might be understood and appreciated if 
it was made first to this particular 
group. 

“During the past year all of you are 
well aware we have been struggling 
with an effort to find the proper answer 
to the effort of the National Recovery 
Administration to codify banking. The 
final conclusion was only reached this 
morning [October 24}. That conclu- 
sion is that we will ask them {the 
NRA} to completely eliminate all of 
the fair trade practice provisions of 
the code. I have every reason to an- 
ticipate that it will go through without 
opposition from any source. 

“The truth about the matter is that 
this job is one that is going to have 
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to be done by the banks themselves and 
not by NRA. 

“We ran head-first into the problem 
of price-fixing and there we stuck. It 
is perfectly obvious to me that NRA 
does not want to indulge in a price- 
fixing policy for this or any other busi- 
ness or any other industry. It is in- 
evitable that a schedule of charges is 
in the nature of a price-fixing pro- 
cedure. That being the case and be- 
cause progress seems utterly impossible 
on any other hypothesis, we have asked 
them to take that entirely out of the 
code because we feel as long as it is 
there we must inevitably rely somewhat 
upon that agency to do something that 
we ourselves should do, and I believe 
will do. And in the light of what has 
actually happened behind the scenes 
during the past year I have no doubt 
that that job will be done at a very 
early date and very successfully done.” 


HOW ASSOCIATIONS RUN 


Following Mr. Ransom’s remarks, 
President Joseph W. Brislawn, secre- 
tary, Washington Bankers Association, 
Seattle, Washington, called for the re- 
ports. 

The report of the Committee on 
Bankers’ Association Management was 
presented by Chairman W. Gordon 
Brown, executive manager, New York 
State Bankers Association, New York 
City. Mr. Brown’s committee recently 
made a study of state bankers’ associa- 
tions by means of a questionnaire. 

“I shall mention,” he said, “only 
some of the important facts disclosed 
by a study of the data received. I be- 
lieve you will be impressed, as was 
your committee, with the fact that the 
state bankers’ associations taken together 
represent a big business employing one 
hundred people with membership of 
over fifteen thousand banks and finan- 
cial institutions comprising 91 per cent. 
of the institutions eligible for member- 
ship, with total income from dues re- 
ceived by the associations which re- 
ported amounting to $476,000 per year 
and total incomes from other sources 
amounting to $90,000 per year. 


“The schedules of dues show a wide 
variation running from $5 per year 
for the small banks to $1750 in one 
case for large banks. A little over 
half the association base their dues on 
capital funds and the others on total re- 
sources. 

“Almost three-quarters of the asso- 
ciations do not make up a_ budget. 
Your committee makes the recommenda- 
tion that these associations consider the 
advantages of doing so, as the budget- 
ing of the year’s activities has proved 
very helpful to those who have adopted 
this practice. 

“As to payrolls, the record shows 
that on the average approximately 50 
per cent. of the income of the associa- 
tions is devoted to salaries. 

“Not a single association has any 
sort of pension plan although several 
associations are paying pensions to 
former secretaries. 

“Tt is the recommendation of your 
committee that the associations consider 
the advisability of installing pension 
plans involving the building of a re- 
serve account for the purchase of an- 
nuities for retiring secretaries and other 
employes, since generally speaking the 
salaries paid are not sufficient to per- 
mit savings adequate to guarantee se- 
curity in old age. 

“Out of 2726 counties in forty-two 
states which answered the question- 
naire, there are 1090 county bankers 
associations and 132  clearing-houses, 
whch means that a little over half of 
the counties covered are not organized. 

“Your committee believes that the 
associations whose counties are not or- 
ganized would find it worth while to 
concentrate on development of county 
associations.” 


EDUCATION AND MANAGEMENT 


For the Committee on Banking Edu- 
cation, Chairman Andrew Miller, sec- 
retary, California Bankers Association, 
San Francisco, Calif., reported, “our 
function is still to maintain the closest 
possible contact with the American In- 
stitute of Banking.” In the perform- 
ance of this function Chairman Miller 
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reviewed briefly the work of the A. I. B. 
in the past year, mentioning especially 
the new textbooks and new courses. He 
closed with the suggestion of a three 
point program of co-operation of state 
secretaries with the institute, as fol- 
lows: 


“1. Honorary or other form of mem- 
bership in the state association for each 
chapter operating in the state. 

“2. A special place on the program 
of the annual state convention for 
A. I. B. men and activities. 

“3. A committee of the state asso- 
ciation having for its purposes the fur- 
therance of A. I. B. work throughout 
the state.” 

Next came the report of the Bank 
Management Committee, by Chairman 
Theodore P. Cramer, Jr., secretary, 
Oregon Bankers Association, Portland, 
Ore. 

“Early in the current year,” he said, 
committee distributed to other 


ee 


our 


state secretaries a simplified method for 
handling charges for banking - services. 


This recommendation was based on 
actual experience in the State of Ore- 
gon and it is gratifying to know that 
the same plan, in some cases with local 
modifications, is being used in a num- 
ber of other sections.” 


Mr. Cramer discussed, concisely, the 
work of the Banking Code Committee 
in attempting to improve bank manage- 
ment through the adoption of schedules 
of fair trade practice. “The commit- 
tee desires to express its appreciation 
of the efforts put forth by the Bank- 
ing Code Committee, which,” he said, 
“in spite of repeated obstacles and dis- 
couragement, we believe has done every- 
thing in its power to set up better 
bank management through unified ac- 
tion among the banks of this country.” 


PROGRESS IN PROTECTION 


George A. Starring, secretary, South 
Dakota Bankers Association, Huron, 
S. D., and chairman of the Committee 
on Insurance and Protection, reported 
the following accomplishments: 
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“A model statute [for state depart- 
ments of insurance} was prepared by 
the Legal Department of the American 
Bankers Association and placed in the 
hands of eleven state secretaries during 
September, 1933, and in April, 1934, 
it was circularized among the remain- 
ing thirty-eight state secretaries. 

“On May 18, 1934, a federal statute 
was enacted which penalizes the rob- 
bery of any member bank in the Fed- 
eral Reserve System. 

“In order to follow up the sugges- 
tions in the report of last year, your 
committee sent a questionnaire to state 
secretaries, and from the twenty-two 
replies received we have gleaned the 
following information: 

“1. Ten state associations definitely 
plan to promote in their next legislatures 
the enactment of laws to give insur- 
ance commissioners proper authority. 

“2. Sixteen state associations sup- 
ported the proposed national legislation 
to make bank robbery a federal crime. 

“3. Over the country as a whole, 
banks are slow to install adequate pro- 
tective equipment. 

“4. Secretaries are increasingly com- 
ing to the conviction that protection 
against banditry must begin within the 
bank itself instead of depending too 
much upon organized society. 

“5. Six state associations actively op- 
posed national legislation which would 
deprive banks from open-market nego- 
tiations for their insurance. 

“6. Nine state associations have had 
plans under way to give their mem- 
bership relief from mounting insurance 
rates and certain restrictions imposed 
by domestic companies. Several asso- 
ciations have completed arrangements 
whereby their country banks may ob: 
tain, at reasonable cost, blanket bonds 
covering burglary, robbery, infidelity 
and messenger losses.” 


Mr. Starring quoted at length from 
the bulletin of the Virginia Bankers As- 
sociation telling how that association 
worked in co-operation with the state 
insurance commissioner to prevent an 
excessive increase in rates on fidelity in- 
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surance in that state. The association 
demonstrated successfully that lower 
rates than those asked by the insurance 
companies were justified by the loss ex- 
perience figures for Virginia. As a re- 
sult, the rates for fidelity bonds for 
Virginia banks are the lowest in the 
country except in Kansas, where the 
Kansas Bankers Association operates its 
own stock company for fidelity bonds. 
“However,” Mr. Starring added, “we 
would not urge any association to show 
special enthusiasm for the immediate 
adoption of the Kansas plan without 
first considering the various factors in- 
volved.” 


LEGISLATION AND PUBLIC EDUCATION 


The report of Paul P. Brown, secre- 
tary, North Carolina Bankers Associa- 
tion, Raleigh, N. C., and chairman of 
the Committee on Legislation, was a 
model of brevity. It was perhaps the 
shortest committee report ever delivered 
before the section, or before any meet- 
ing of A. B. A. members. “All of you 
have received certain bulletins,” said 
Mr. Brown, “which were sent out from 
the Legislative Committee, and most of 
you have responded to any suggestions 
which were made to you. Outside of 
that I do not think there is any especial 
activity that we have to report.” 

The report of the Public Education 
Committee was just the opposite. It 
was presented by Don E. Warrick, sec- 
retary, Indiana Bankers Association, In- 
dianapolis, Ind. 


“The aspect of public relations from 
the cross section of state secretaries,” 
said Mr. Warrick, “is just as befuddled 
as it is possible to visualize. 

“About 90 per cent. of the associa- 
tions replying to our inquiry have pub- 
lic education committees appointed. 
Forty-two per cent. of the associations 
report having launched upon a program, 
30 per cent. have a program partially 
conceived, and 28 per cent. have not as 
yet formulated a program. 

“The types of programs are varying 
and here are some of those mentioned: 
Co-operating with American Bankers 
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Association on talks; co-operating with 
state press associations; supplying banks 
with educational advertising; newspaper 
campaign carried on under the name of 
the association, supplemented by a radio 
campaign; co-operation with A. I. B. 
chapters; co-operation with an adult edu- 
cational committee functioning in one 
state; talks before grammar schools, high 
schools, civic clubs and parent-teacher 
clubs; a program involving partriotic 
newspaper releases throughout the state: 
circulation of printed material for dis- 
tribution to bank depositors; distribu- 
tion of specially printed booklets con- 
taining five talks of the American In- 
stitute of Banking series to commercial 
departments of high schools; and the 
union of forces with all A. I. B. chap- 
ters and with clearing-houses of all cities 
in which A. I. B. chapters are located 
in using the news and radio services 
plus as many talks as it is possible to 
have. 

“Considerable apprehension and 
thought has been expressed by the vari- 
ous associations on the effect which 
utterances from Washington have had 
upon the fraternity. Forty-six per cent. 
of the answers received from our in- 
quiries revealed that these utterances have 
contributed in no small way to the onus 
under whcih our fraternity is laboring. 
Forty-two per cent. indicated that in 
their opinion these utterances had 
caused some ill effect, and 12 per cent. 
were not cognizant of any ill effects 
which had come out of statements made 
by those in charge of affairs at Wash- 
ington, 


CALLS FOR LOCAL AND INDIVIDUAL 
ACTION 


“The development of state public 
educational programs, designed to cor- 
rect some of the misinformation and 
confusion of our present emergency, 
probably must rest in great part on the 
gradual solution of at least the majority 
of our provoking and troublesome gov- 
ernmental problems, both national and 
state. Until some of these uncertain- 
ties are translated into permanent and 
assured governmental policies, it is per- 
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haps unwise to undertake large expendi- 
tures of money nationally or by states 
for general advertising of the advan- 
tages of having a bank account. 

“There are many less costly ways of 
keeping the best in the banking busi- 
ness before the public in every com- 
munity. I do not believe it will hurt 
any individual institution of banking in 
this country to tell its community from 
time to time with some paid-for adver- 
tising display, something about its safety 
and its community service, and its hopes 
for the better future of us all. There is 
much that can be done locally. Fifteen 
thousand splendid banks in this country 
should not continue much longer to be 
silent before their accusers. There is a 
magnificent story of safety and service 
in the face of world-wide adversity to 
tell our respective communities.” 


THE NEW OFFICERS 


At the close of the meeting the fol- 
lowing officers were elected to serve for 
the ensuing year: President, George A. 
Starring, executive manager, South Da- 
kota Bankers Association, Huron, S. D.;: 
first vice-president, David M. Auch, 
secretary, Ohio Bankers Association, Co- 
lumbus, Ohio.; and second vice-presi- 
dent, Theodore P. Cramer, Jr., secretary, 
Oregon Bankers Association, Portland, 
Ore. 

In addition to the above officers, who 
are ex-oficio members, the board of 
control will be made up of Joseph W. 
Brislawn, secretary, Washington Bank- 
ers Association, Seattle, Wash.; and W. 
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Gordon Brown, executive manager, New 
York State Bankers Association, New 
York City. 


GEORGE ARTHUR STARRING 


Mr. Starring is a comparative new- 
comer to banking work. He has been 
in it only since 1925. Most of his busi- 
ness life has’ been spent in working 
along educational or agricultural lines. 

He was born in 1882 in Princeton, 
Ill. His predilection for educational 
work showed itself early and he fol: 
lowed his college course with two years’ 
post graduate work. That finished, he 
taught civics and economics in the high 
school at Sioux City, Ia.; served as pro- 
fessor of journalism at South Dakota 
State College, Brookings, S. D.; and 
was assistant manager of the Agricul- 
tural Publishers Association, Chicago, 
Ill. 

Then for a time he was executive sec- 
retary of the South Dakota Farm Bu- 
reau Federation, Huron, S. D., and rural 
organization specialist of South Dakota 
State College. In 1923 he was one of 
a commission of five representing the 
American Farm Bureau Federation 
which studied agricultural conditions in 
Europe, spending two months in Eng- 
land, France, Germany and Denmark. 
He served also on the committees on 
Feed and Seed Loans, and Debt Con- 
ciliation appointed by the governor. 

He was appointed to his present posi- 
tion as executive manager of the South 
Dakota Bankers Association in 1925. 


The Constructive Customer Relations Clinic 


HE Constructive Customer Rela- 
tions Clinic was the innovation of 


the convention. It was of the con- 
vention, and yet not in it; it did not 
take the place cf anything which pre- 
vious conventions had. It was, as the 
sideshow barkers say, “an extra added 
attraction.” 
That meant that it had to find time 
for its sessions as best it might, for the 
A. B. A. conventions always have a 


full program without extras. The 
sponsors of the clinic solved this knotty 
problem by breaking the clinic up and 
sandwiching it in, in pieces, between 
other programs. What is here pre- 
sented (for the sake of continuity), as 
if it were one meeting, actually took 
place as three different sessions. 

Only one of these sessions—the first, 
held on Monday evening, October 22 
was devoted exclusively to constructive 





THE BANKERS MAGAZINE 


customer relations. The other two ap- 
peared as appendages to the meetings of 
the Trust Division and the State Secre- 
taries Section. Naturally, these two 
meetings placed special emphasis on the 
relation of the subject to trust work and 
to secretarial work. 

But in spite of the fact that the clinic 
had only a sort of “orphan” status at 
the convention, it drew crowds, aroused 
a great amount of interest and probably 
exercised considerable influence. For 
sustained excellence of both matter and 
presentation, the addresses presented be- 
fore it rivaled any of the other sessions 
of the convention. Selection of the 
speakers from the ranks of bank men 
who are accustomed to writing or speak- 
ing was probably in a measure respon- 
sible for this. 

The idea of holding the clinic grew 
cut of the publication, about a year ago, 
by the A. B. A., of a little book, “Con- 
ferences on Constructive Customer Re- 
lations.” “We have had scores and 
hundreds of banks write in to us and 
tell us that they liked the material in 
this book,” said Dr. Harold Stonier, 
educational director of the American In- 
stitute of Banking, who organized the 
clinic and presided at its various ses- 
sions, “that they liked the suggestions 
we make, but they do not know exactly 
how to go about doing the job. This 
clinic was conceived of as a means by 
which we might be able to demonstrate 
how this work has been carried on in 
institutions throughout the country, 
with the hope that we might get other 
institutions to go out and do a similar 


job.” 


IMPORTANCE OF THE JOB 


“If I may define constructive cus- 
tomer relations,” said A. B. A. Presi- 
dent F. M. Law, president First Na- 
tional Bank, Houston, Tex., who opened 
the first session with an address “First 
Things First,” “it means the develop- 
ment, among this great body of indus- 
trious, thrifty and responsible people 
{bank customers} of a deeper under: 
standing of the functions, services and 
obligations of banking. It means the 
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awakening in their minds and under- 
standings of a deeper consciousness of 
the importance of the bank to them in 
the successful pursuit of their life ac- 
tivities and ambitions. It means awak- 
ening also a reciprocal consciousness on 
their part of the importance of giving 
to the bank, to their banks, in turn an 
ample measure of confidence, faith, un- 
derstanding and moral support. 

“There is an inseparable and inherent 
unity of interest and purpose between 
the bank and its customers. Your task 
will not be finished until you bring 
this truth home to bankers and custom- 
ers alike. When you have accomplished 
that, I do not believe we need have 
any concern about the future of bank- 
ing.” 

“The 
Customer 


of Constructive 
was _ forcibly 


Importance 
Relations” 


brought home to those attending the 
first session by L. E. Wakefield, presi- 
dent, First National Bank and Trust 
Company, Minneapolis, Minn., in this 
challenge: 


“T am willing to bet that the mem- 
bers of the majority of families repre- 
sented in this room tonight have nc 
information at all from you who live 
with them as to any of these points 
which are involved in these discussions 
which are taking place in the banking 
business today. 

“Gentlemen, I am going to tell you 
that if we haven't time to tell our sons 
and daughters and wives, at least, what 
is involved, what it is all about, to 
give them a base upon which they, 
when they go out among their friends, 
can talk back to some of these people, 
I am sure we can’t blame the general 
public for making statements that pain 
us and make us feel badly, and that 
are not true, concerning us. 

“Nor do I! believe there is any more 
fertile field anywhere on earth for the 
development of a correct understanding 
of our business than that which can 
be found right in the group who are 
in the business with us. But I am go- 
ing to say this to you! Don’t pick 
out someone way down the line and 
charge him with the responsibility of 
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doing it. That does no good at all. 
If it is worth while being done, it is 
worth while having the attention of 
every individual in the top bracket of 
the management of the institution con- 
cerned. If we who are in the bank- 
ing business are unwilling to meet the 
issue and be responsible for a true 
knowledge of those things which are 
involved, we can have no complaint 
and no excuse for what may come to 
us in the future.” 

John H. Puelicher, president, Mar- 
shall and IIlsley Bank, Milwaukee, Wis., 
gave further testimony along this same 
line in his talk on “Doing the Job 
Ourselves.” “I look upon this work 
as so important,” he said, “that for 
my own institution, although there may 
be others more capable, I would not 
even trust it to others. I insist on 
being permitted to lead the conferences 
myself, because I regard it as one of 
the most important things that I can 
do in the institution.” 


MAINTAINING INTEREST 


The aspect of “Promoting Construc- 
tive Customer Relations in Our 
Branches” was covered by W. H. Neal, 
vice-president, Wachovia Bank and 
Trust Company, Winston-Salem, N. C. 

“The institution I represent,” he said, 
“operates a branch banking system with 
the home office located at Wiéinston- 
Salem and branch offices in four other 
North Carolina cities and towns. At 
each branch office we have organized 
one group, while at the main office we 
have two groups. We hold at least 
one, and sometimes two, meetings per 
month. We meet on days when the 
work is lightest. These conferences are 
considered as a regular part of the 
day’s duties, and therefore should be 
held on the bank’s time, rather than 
in the evening on the employe’s time. 

“As a means of maintaining interest 
we employ a combination system which 
embraces both lecture-class room 
methods and laboratory practice. As a 
text we use the book published by the 
American Bankers Association, “Con- 
structive Customer Relations.’ 


We try 
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to reduce the theory of the text to a 
practicable, workable application to the 
daily activities of the staff. For ex- 
ample, if the text discusses trouble 
customers, we select from our own ex- 
perience certain types of trouble cus- 
tomers and demonstrate the most effec- 
tive ways of dealing with them. 

“In any thirty minute lecture there 
is always the problem of holding at- 
tention. One very simple but effec- 
tive scheme we have employed con- 
sists of a set of charts or outlines pre- 
pared for each conference. Each set 
consists of five or six brief outlines of 
as many points, and as the leader pro- 
ceeds he turns to a new chart about 
every five minutes. As each new out- 
line is shown, the attention of the 
audience is immediately refocused on 
it, and the leader is assured of un- 
divided attention for at least another 
five minutes. This plan is particularly 
effective in explaining metered service 
charges and directing special attention 
to dates and facts about institutional 
history. 

“Another scheme which we have em- 
ployed with good results is the written 
quiz. The questions are mental ex- 
ercisers or intelligence tests on bank- 
ing. Usually there are one or two 
catch questions, apparently simple, but 
often missed by a majority of the em- 
ployes, with the result that they begin 
to perk up and decide they don’t know 
everything about banking and dealing 
with customers, that perhaps after all 
they had best get into the spirit of these 
conferences in earnest. 

“Questions cover such subjects as the 
history of the institution, facts about 
our financial statement, interest rates, 
service charges, how to deal with a 
customer under a given set of condi- 
tions, when employes should explain 
policies to the public, and when patrons 
should be referred to officers. Each 
set of answers is graded and the aver- 
age grade for each conference group is 
announced in regular bulletins. Con- 
siderable rivalry between branch offices 
is thereby developed. Whenever some 
employe answers all questions correctly, 
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mention is made of this in the bulle- 
tins, but we do not publish all of the 
individual grades. These quizzes have 
proved to be the most effective scheme 
we have yet employed for holding in- 
terest. 


A SHARE IN FORMING POLICIES 


“The third essential of successful con- 
ferences is providing some means where’ 
by staff members may participate in the 
conferences themselves by giving ex- 
pression to their opinions. We often 


distribute, a few days in advance of 
the conference, questions dealing with 
customer relations problems and ask 
certain staff members to be prepared to 
discuss these questions briefly at the 
Here are a few typical ques- 


meeting. 
tions: 


“What does the average bank cus- 
tomer expect of a teller? 

“Of what value is it to address cus- 
tomers by name when serving them? 

“To what extent should a teller en- 
gage in conversation with a customer? 

“Participants are requested to give 
actual experiences in support of their 
conclusions. Naturally it is the job 
of the conference leader to guide and 
control these discussions. When a defi- 
nite conclusion is reached as to the 
proper method of procedure in dealing 
with customers, then this procedure is 
established as a part of our regular 
policy and made uniform. Since em- 
ployes feel that they have had a part 
in forming such policies, they naturally 
co-operate more heartily in carrying 
them out. 

“During recent months we have been 
conducting at all of our offices a tell- 
ers’ courtesy and efficiency contest. The 
officer in charge of each office selects 
each month three customers who act 
as judges. These customers are re- 
quested to observe the work of all the 
tellers and to submit in writing at the 
end of the month the name of the teller 
who in their opinion is the most out- 
standing, judged as to courtesy, ac- 
curacy, speed and general efficiency. 
The winner is awarded a small prize 
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which is presented at the customer re- 
lations conference. The tellers do not 
know who the judges are, but they do 
know that their work is being observed 
in a special way, consequently they are 
on the alert and there has been a defi- 
nite improvement in the general per- 
formance of the tellers’ staff. 

“Incidentally, if you have some 
chronic complainer among your cus 
tomers, you can turn him into a booster 
by getting him to act as one of the 
judges! It hasn't failed with us yet. 

“Knowledge, plus understanding, plus 
proper interpretation, equals institu- 
tional good will, prestige and progress. 
Upon this equation we are building 
our public relations program.” 


TRUST COMPANY RELATIONS 


At the sessions held in connection 
with the meeting of the Trust Division, 
W. R. Morehouse, vice-president, Se- 
curity-First National Bank, Los Angeles, 
Calif., spoke on “Our Trust Men and 
Customer Relations.” After describ- 
ing in detail his method of conducting 
Constructive Customer Relations Con- 
ferences, similar in most respects to 
those described in the preceding address 
by Mr. Neal, he turned to the appli- 
cation of the principles thus taught to 
trust work. 

“In order of importance,” he said, 
“trust company relations with the bar 
come first. This is because an un- 
friendly lawyer will seize every op- 
portunity to discredit a trust company. 
What is necessary in order for trust 
companies to meet this situation is for 
them to cultivate friendly relations with 
lawyers. 

“In my own bank we have found 
that one of the best ways to get the 
attention of lawyers is through a record 
book, which is a daily reminder of their 
appointments. It is especially effective 
to have lawyers call for it. This brings 
them to an officer’s desk, and gives the 
officer a splendid opportunity to make 
their acquaintance. 

“My own bank has used these for 
years and for that reason I can highly 
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recommend the plan. The cost is but 
forty-seven cents in lots of 3400 (or a 
trifle more in smaller lots). 

“Another place where there may be 
room for improvement is in the make- 
up of statements of accounts issued 
periodically to customers. They often 
contain miscellaneous items, and for 
that reason should be prepared in the 
simplest possible manner so that when 
received by the customer he will thor- 
oughly understand all of the items 
listed. 

“Although a teller in the banking 
department may properly serve all of 
his depositors regardless of the size of 
their balances, it is different in trust 
departments. The customer with a 
large trust commands the service of an 
officer, while a customer having a small 
trust might adequately be served by 
less experienced officers or employes.” 
Mr. Morehouse told of a large trust 
in his bank which was almost lost be- 
cause one of the trustors, the wife, was 
not recognized and was passed on to 
one of the junior clerks. It required 
the combined efforts of two higher off- 
cers to remove the unfavorable impres- 
sion thus registered. 

“This case, representing a trust run- 
ning into large figures,” concluded Mr. 
Morehouse, “proves the effectiveness of 
the use of constructive customer rela- 
tions on the part of trust men.” 


USE OF DRAMATIC SKETCHES 


“The Dramatic Touch” was sug- 
gested by I I. Sperling, assistant vice- 
president, Cleveland Trust Company, 
Cleveland, Ohio. 

“The Cleveland Trust Company,” 
he said, “decided that this year was 
the right time to improve its public 
contacts. 

“But not entirely by lectures, preach- 
ment or classroom routine. 

“Rather it decided to supplement the 
necessary discussions by dramatazing in 
short sketches. the right and wrong 
ways to handle customers, to answer 
a question of policy, deal with one’s 
fellow employes, execute a bank opera- 
tion involving tact, write a letter, an- 
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swer the telephone, solicit a new ac- 
count, and a host of other contact 
problems familiar to every bank man 
or woman from messenger to vice- 
president. One skit even suggested 
what to do in event of a holdup. 

“These dramatizations made all the 
difference between an ordinary instruc- 
tion course and a series of meetings 
eagerly attended. Many veterans, who 
by virtue of long years in service might 
have been prompted to scoff, remained 
to say, “This is great!’ One vice-presi- 
dent in a talk to the employes re- 
gretted that there had been no such 
graphic way to learn in his earlier 
days—only by dull preachment and 
painful experience.” 

The staff of the bank was divided 
into groups. “Each group had its dra- 
matic cast which presented sketches, 
devised by themselves to meet local 
situations, or based on script furnished 
by those in charge of the general plans 
for the meetings. 

“General discussion was invited after 
each presentation and the group leader 
emphasized the most glaring errors de- 
picted. It was made clear that the 
playlets were only suggestions since the 
purpose was not to put actual words 
in the mouths of contact people. Rather 
they sought to stimulate alertness and 
resourcefulness and an intelligent un- 
derstanding of human behavior. 

“The dramatic sketches ran the 
gamut of banking experience, from the 
opening of a new account to internal 
organization practice such as calling a 
messenger, answering the telephone, 
writing letters, and so on.” 


LEARNING BY DOING 


The method of “Training Conference 
Leaders” is of particular importance in 
any program of constructive customer 
relations, particularly in a large insti- 
tution. W. H. Johnson, Jr., vice-presi- 
dent, Marine Midland Group, Inc., 
Buffalo, N. Y., told how it has been 
done in his institution. 

“We felt,” he said, “that these lead- 
ers should come from the employes 
themselves and not be officers or de- 
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partment heads. We knew from other 
companies using similar methods that 
the presence of executives in’ such dis- 
cussions often has much cramped the 
style of those participating. Obviously 
there arose the problem of training 
such leaders from among the employes. 
For this training there was available 
from the New York Department of 
Education a man named McClay, who 
had devoted several years to this type 
of work. With his counsel we laid 
our plans. 

“First we selected seventy-five or so 
employes, who we felt were alert and 
capable. These neophytes at the begin- 
ning were divided into groups of about 
twenty, each member of which was re- 
leased from all duties for a full week’s 
period of training and discussion leader- 
ship. ‘They met in a relatively small 
room with chairs drawn up around a 
conference table and the blackboard at 
one end. When they arrived McClay 
introduced himself as somebody who 
knew nothing whatsoever about the 


banking business. 


“He called their attention to the 
difficulty in learning to swim out of 
a book, and drew the analogy that the 
only way to learn how to lead a group 
in discussion was to practice leading 
groups in discussions. He divided the 
men into teams of three, and gave each 
team about fifteen minutes to pick out 
a subject connected with banking prac- 
tice, about which there might be some 
difference of opinion. When each 
triumvirate had picked out its subject, 
one man became a discussion leader, 
another a blackboard man, and _ the 
third the critic. The subject they picked 
out was discussed. 

“Naturally there was a great deal of 
floundering around, but in the course 
of even that first morning certain es- 
sentials pertinent to the leading of dis- 
cussions became very evident from ob- 
servation and experience, and again let 
me emphasize the fact that the pur- 
pose of these methods was to teach 
discussion leadership, not banking. All 
on the same basis, as these men prac’ 
ticed leading discussions through that 
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week, they felt they were free to criti- 
cize each other and willing to accept 
criticism themselves. They soon ob- 
served natural faults, such as a leader 
hogging the discussion, or letting one 
or two members monopolize the floor. 
Also McClay, as the supervisor of this 
training course, showed them some 
tricks of the trade, the way to arouse 
interest on the part of the many silent 
sitters, how to wake up such men by 
asking them a prompt and direct ques- 
tion, or, if the silence of a non-par- 
ticipant was due to his timidity, how 
to develop that man’s confidence 
through asking him simple questions 
which he could readily answer. 

“McClay also suggested ways of con- 
trolling the situation where members 
of the group break up into twos or 
threes among themselves, how a leader 
might regain attention through lowering 
his voice rather than by talking louder. 
They were also encouraged to dress up 
homely facts and figures from every- 
day experience. 


WEIGHING THE RESULTS 


“After this training course was over 
a dozen specific group discussion prob- 
lems were selected from the many that 
had developed and were handled in dis- 
cussion by these leaders this time with 
officers of the bank present to help them 
to reach better conclusions from their 
broader experience. Outlines of the 
procedure for each discussion were pre- 
pared and we were off on this program 
throughout the institution. 

“What are our conclusions so far as 
this program is concerned? It had 
weaknesses. First, in certain instances, 
the discussion became too involved for 
the leader to handle out of a relatively 
limited experience, and, oftentimes no 
one in the group had the necessary 
background to bring to bear on the 
subject. Second, the lethargy on the 
part of certain individuals which it 
seemed almost impossible to shake off. 
And, third, a certain amount of razzing 
that the leaders got by their associates 
who felt that the leaders did not know 
anything more about it than they did. 
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“On the other hand it unquestion- 
ably afforded 40 or 50 per cent. of 
the employes an opportunity to think 
out some of the problems of banking. 
We honestly feel this: That more 
knowledge of banking was retained on 
the part of more employes than might 
have been the case had these similar 
subjects been presented in the form of 
talks or lectures. 

“Group discussion impresses us as 
only one form of bank employe educa- 
tion. We are supplementing it with 
meetings of senior employes on specific 
subjects of credit, and so forth, led 
by loaning officers. We are conduct- 
ing also a third type of employe edu- 
cation, and that is periodic trade meet- 
ings, separate meetings of tellers, book- 
keepers, floor men, and so forth, 
wherein the operations of their own 
particular departments are discussed. 
There is a unique value in the small 
discussion group, so far as the art of 
banking is concerned, in that it helps 
the employe to think through banking 
problems for himself.” 


BANKING TRUTHS FOR CUSTOMERS 


The final address of the clinic, on 


“State Associations and Constructive 
Customer Relations,” was delivered by 
David M. Auch, secretary, Ohio Bank- 
ers Association, Columbus, Ohio. It 
was delivered before the state secre- 
taries, as a part of their meeting. It 
outlined what secretaries could do to 
make the program effective. 

“If it be granted,” began Mr. Auch, 
“that it is not only desirable but also 
necessary to develop a better relation- 
ship between banks on the one hand 
and their customers and the public on 
the other, there remains the question 
of how this best can be done through 
the medium of the state association and 
its members. 

“Many of us who are active in the 
affairs of the state associations like to 
believe that there exists a degree of 
intimacy between our officers and head- 
quarters staffs and our members which 
is not possible of attainment on a na- 
tional basis. It is also felt that, de- 
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spite the size and diversified interests 
of some of our states, it is possible to 
obtain at least a degree of uniformity. 

“Relative uniformity in a program of 
customer relations on a state-wide basis 
seems not only attainable but highly 
desirable. This, of course, does not 
preclude variations indicated by local 
conditions. 

“For this purpose we do not believe 
that the glittering generalities which 
have frequently been ufed in the past 
are adequate. 


“Among the truths about banking 
which we hope to get over to our cus- 
tomers and the general public are the 
following: that there is no mystery 
about the banking business; reduced to 
its fundamentals it is merchandising— 
the purchase of the use of money for 
a price and the sale of its use for an- 
other; that, like the merchant, the 
banker must do business at a profit; 
that a bank which does not earn reason- 
ably through conservative methods can- 
not long be a safe bank; that the com’ 
mercial business of banks is the back- 
bone of commerce and industry; that 
charges for service are an essential to 
sound banking; that payment of a 
proper rate of interest on deposits is 
important; that capital loans are not 
sound; that the banker frequently 
favors the borrower by requiring pay- 
ment when the borrower can pay; that 
despite the holocaust of recent years, 
a great majority of banks survived; 
that good bankers must not be tarred 
with the same stick as those who may 
have had shortcomings; that a deposit 
in an open bank is probably the single 
investment which has been worth 100 
per cent. at all times since 1929; that 
loss to depositors in closed banks will 
in the end be relatively small; that 
there are adequate reasons why banks 
desiring to lend money under present 
conditions cannot do so in all cases; 
that the desires of the depositor and 
the loan applicant as to the bank’s loan- 
ing policy are quite different; that good 
banks have contributed and will con- 
tinue to contribute to the development 
and stability of the country through 
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the services which they render; that 
assumption of banking functions by 
government is subject to serious ques- 
tion; and many other points which 
weave themselves into the story as these 
facts are presented. 


DETAILS OF THE PROGRAM 


“Activities in the field of education 
and customer relations are to be divided 
into three parts. 

“1. It is planned to carry the story 
of banking to our customers and the 
public through talks made by bankers 
before service and luncheon clubs, 
chambers of commerce, parent-teachers’ 
and other women’s organizations, 
grange, farm bureau, and other agri- 
cultural groups, and any other gather- 
ing of people which might be reached. 

“2. We hope to induce banks to see 
that officers and employes embrace 
every opportunity in their daily contact 
with customers to present to these 
people information which will give them 
a proper perspective of the banking 
business. 

“3. We desire to help banks to put 
their advertising on a sound basis. 

“It is not because we feel that it is 
of first or primary importance that we 
are laying first stress upon public speak- 
ing by bankers. As a long-pull, per- 
manent proposition, our conception is 
that the intimately favorable relation- 
ship and understanding which is born 
of proper contact between customers 
and the officers and employes of banks 
can be obtained in no other way. That 
peculiarly subconscious feeling of pride 
and satisfaction in his bank, which 
causes the customer to guide new busi- 
ness to the institution with which he 
deals, is not the product of public 
speaking, nor of advertising, but of that 
respectful type of good will which 
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comes through favorable contacts with 
the officers and employes of a good 
bank. 

“It is our plan to initiate this phase 
of our program by suggesting that the 
material which now is in preparation 
be passed around to all employes to 
serve as the broad basis for their con- 
versations on banking with bank cus- 
tomers, personal friends and casual ac- 
quaintances or whomsoever they may 
meet who desires to discuss the subject. 

“A bit later we expect to send to 
our membership a series of bulletins 
emphasizing the importance of good 
customer and public relations on the 
part of every member of the staff of 
the bank. To be included in this ma- 
terial will be suggestions as to methods 
of proceeding with this work, obtained 
from the experience of other Ohio 
banks. 

“As the most effective method of em- 
phasizing upon bank personnel the im- 
portance of embracing every oppor- 
tunity to present facts and information 
about our business, we shall suggest 
officers’ and employes’ meetings to be 
held at regular intervals. 

“Included in our plans along this 
line is an effort to arrange for the 
discussion of customer relations on the 
programs of as many local bankers’ 
meetings as possible. 

“We believe that the threefold pro- 
gram described covers the entire field 
in a fairly thorough manner. Possibly 
we in Ohio are unduly optimistic, but 
we are convinced that the browbeaten 
banker now is ready to take the offen- 
sive and that the public, for the first 
time in years, is ready to give him a 
hearing. This being the case, the state 
association has an obligation to lead the 
way and to present to its members the 
kind of a customer and public relations 
program which will fit their needs.” 
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Eighth Edition of America’s 
Most Popular Banking Book — 


Here is a book which has come to 
be regarded as the standard work 
on bank methods and administration. 
It tells of every phase of modern 
banking from the handling of the 
morning mail to the extension of 
credit; from the duties of the 
messenger to the functions of the 
president. 


William H. Kniffin, the author, 
has not depended upon his own 
many years’ experience as a prac- 
tical banker. In his book he has 
assembled the best banking thought 
of the country--the tested results 
of banking practice in the most 
progressively managed institutions 
in the United States. 


Send for your copy 

of this valuable 

book TODAY and see 
for yourself how 
thoroughly Mr. Kniffin 
has covered his field. 


BANKERS PUBLISHING CO. 


BANKERS PUBLISHING COMPANY 
Book Dept.—465 Main St., Cambridge, Mass. 
Please send me on approval a copy 
of “The Practical Work of a Bank.” 
I will either return the book with- 
in five days or will send you my 
check for $5.00. 
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What Bankers Have Learned About 


Savings Accounts 


By A. W. CONVERSE 
Vice-president, First National Bank of Chicago 


ANKERS have assumed in the 
B past that savings deposits were 
time deposits, not subject to heavy 
or unexpected withdrawals. Experience 
of the last few years has demonstrated 
that savings deposits, instead of being 
the most stable, are sometimes the most 
volatile. But because of the stability 
that has generally characterized Ameri- 
can banking, banks have granted custom- 
ers the privilege of withdrawing with- 
out previous notice. The public has 
come to expect that savings deposits are 
payable on demand. While it is un- 
necessary to point out to those in the 
banking business that savings deposits 
are, properly speaking, time deposits, it 
must be admitted that we have failed to 
make the distinction clear to our cus- 
tomers. 

The result has been that banks have 
been subject to heavy withdrawals, not 
only because of fears concerning the 
safety of banks but also to supplement 
impaired income and to provide living 
expenses for those who are unemployed. 
A further complicating factor has been 
that the check tax and service charges 
placed on checking accounts have driven 
to savings accounts a great many small 
checking balances which were formerly 
handled as demand deposits without in- 
terest. The activity of many of these 
accounts clearly indicates that the de- 
positor is utilizing the bank simply as 
a safe place for his money and is not 
maintaining a savings account in the 
true sense of the word. 

The investment of savings funds and 
the rate of interest paid to customers 
have been based upon the belief that 
savings are time deposits. Interest rates 
on savings have been reduced by many 


From a recent address. 


banks in order to prevent or reduce 
losses, but it may be that a clearer con- 
ception of what constitutes a savings ac- 
count is what is really needed, both by 
the public and by bankers. 

It is small wonder that the public does 
not have a proper conception of a sav- 
ings account when we review the policies 
which many banks have followed in in- 
vestment programs. Too often bankers 
have been influenced by expediency in 
determining the character of their in- 
vestments. Faced with the necessity of 
earning income not only to meet the 
interest rates paid on savings, but also 
operating expenses and some return on 
invested capital, savings bankers some- 
times lost sight of the truism that safety 
of principal is always the first considera- 
tion. Instances have been all too com- 
mon where banks invested 75 per cent. 
or more in local loans which created a 
non-liquid position, and resulted in losses 
that eliminated any real profit. In strik- 
ing contrast to such a policy is the con- 
servative investment program followed 
by well-managed banks generally. And, 
let me add here, that sound policies have 
brought their own reward. Without 
intent to discuss investment policies, it 
seems of paramount importance that sav- 
ings funds must be invested with due re- 
gard to their true character and in none 
but a thoroughly conservative manner. 

New business efforts also stand in 
need of revision. In the last decade, 
premiums, contests, and specially con- 
ducted drives were employed to obtain 
new savings accounts. Emphasis was 
placed on quantity of business secured 
with little attempt being made to ascer- 
tain the profit from such efforts. With 
the decreased yield obtainable on sav- 
ings funds, and with the need for paring 
down bank operating expenses in the 
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face of increased costs resulting from 
greater activity in savings accounts, the 
question of profits has been the uni- 
versal criterion for judging new sav- 
ings business. Of course it is practically 
impossible for a bank to make all sav- 
ings accounts pay their own way. But 
there is no justification for soliciting de- 
posits in a hit-or-miss manner which re- 
sults in adding a large amount of un- 
profitable business. 
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However, there is no reason to dis- 
continue new business solicitation, and 
I am convinced that properly directed 
efforts will be rewarded. There is a 


.certain minimum balance below which 


an account will not yield a profit. It is 
the large number of accounts below the 
profit point which require attention and 
this suggests that the major emphasis 
should be placed on increasing the bal- 
ances of present customers. 


East New York Savings Bank, Eastern Parkway Branch, Brooklyn, N. Y. Architect, 
Charles A. Holmes, formerly of Holmes and Winslow, New York, N. Y. 





IN THE MONTH’S NEwS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


@ Worcester County Trust Company, 
Worcester, Mass., officially opened for 
business on November 10, continuing 
the business of the Worcester County 
National Bank, both at Worcester and 
Fitchburg, the Worcester Bank and 
Trust Company, Spencer National Bank, 
North Brookfield National Bank and the 
Second National Bank of Barre. It is 
the largest commercial bank in Massa’ 
chusetts outside of Boston and will op- 
erate under the oldest trust company 
charter in Massachusetts. The company 
has a capital structure of more than 
four million dollars, a very high percent- 
age of liquidity and deposits in excess of 
$32,000,000. In addition, the trust de- 
partment has under management in vari’ 
ous fiduciary capacities assets in excess 
of $35,000,000. It is a member of the 
Federal Reserve System and the Federal 
Deposit Insurance Fund. A. Otis Davis 
of Worcester is the president. 


@Supporting President Roosevelt’s 
nation-wide program for the expansion 
of bank capital, directors of the First 
Wisconsin National Bank, Milwaukee, 
Wis., have recommended the sale of 
$10,000,000 preferred stock to the Re- 
construction Finance Corporation, sub- 
ject to the approval of the bank’s stock- 
holders. The proposed transaction has 
been approved by Government authori- 
ties and will be referred to stockholders 
for final action. It is also proposed to 
reduce the present outstanding common 
stock from $10,000,000 to $5,000,000. 
The capital thus released will be used 
in a conservative move to further 
strengthen the position of the bank by 
charging off sub-standard assets. The 
current highly liquid position of the 
First Wisconsin is revealed by the bank’s 
statement of condition as reported to 
the comptroller of the currency Oc’ 
tober 17. Deposits then were $154,994,- 
069. Cash resources including Govern’ 
ment securities, were $111,391,324— 
equal to 71 per cent. of deposits. 


Throughout its history, the First Wis- 
consin has enlarged its facilities and the 
scope of its service in step with the 
growth of Milwaukee from a community 
of 20,000 people eighty-one years ago 
to the present metropolitan area with a 
population of 750,000. The First Wis- 
consin is the largest bank in the state 
and ranks among the fifty largest in the 
country. It is a member of the Federal 
Reserve System and the Federal Deposit 
Insurance Corporation. 


@ Despite the retarding effect of the 
Pacific Coast waterfront strikes, tourist 
travel on the part of Californians has 
shown a definite increase this year, as 
shown by sales of travelers’ cheques. 
Bank of America, which operates 
branches throughout California, reports 
an increase of 17 per cent. in the sale 
of its travelers’ cheques for 1934 to date 
as compared with the corresponding 
period in 1933. 


@It is announced that W. T. Oliver, 
first agent of the Bank of Montreal in 
New York, will retire on December 31 
after a service of nearly fifty-two years. 
After an experience of over twenty 
years in various branches of the bank in 
Canada, Mr. Oliver came to New York 
in 1905 as an agent of the Bank of 
British North America, and when that 
bank was merged with the Bank of 
Montreal in 1918, he was appointed an 
agent of the latter, becoming its first 
agent in 1924 on the death of the late 
R. Y. Hebden. Mr. Oliver’s duties as 
first agent will be taken over by B. C. 
Gardner, now the bank’s second agent 
in New York. Mr. Gardner had wide 
experience in Canada prior to his trans- 
fer to New York in January, 1932. 
K. C. Winans has been advanced from 
third to second agent. G. R. Ball, for- 
merly manager of the securities depart- 
ment in New York, has been appointed 
third agent. R. A. Clark, accountant 
in the agency since 1919, has been ap- 
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pointed to the position of assistant agent. 
All of the appointments are effective 
January 1. 


@Recent changes at the Guaranty 
Trust Company of New York are as 
follows: To be assistant treasurers, 
Broderick Haskell, Jr., and Richard M. 
Wilcox; to be assistant secretary, Dale 


E. Sharp. 


@ Directors of the First National Bank 
of Jersey City and the First National 
Bank of Hoboken, N. J., have ratified a 
plan, subject to the approval of the 
stockholders of both institutions, for the 
consolidation of the two institutions into 
one of the largest national banks in New 
Jersey. The consolidation of the two 
institutions will result in a bank having 
combined resources of $35,000,000 and 
banking offices in both cities. When 
the consolidation becomes effective the 
banking offices of the First National 
Bank of Hoboken in that city will be- 
come a branch of the First National 
Bank of Jersey City, under which name 
the combined institutions will give bank- 
ing service to both communities. 


@ Edward L. Bigelow has assumed his 
new duties as a vice-president, director 
and chairman of the trust committee of 
the State Street Trust Company, Bos- 
ton, Mass. Mr. Bigelow was formerly 
connected’ with the firm of Tucker, 
Anthony & Co., where he acquired a 
broad knowledge of investments. He 
has been a partner of that firm for the 


past four years. 
—@)— 


COMING BANKERS’ CON- 
VENTIONS 
STATE 
May 7-8—Oklahoma Bankers Association, 
Oklahoma City. 
May 14-15-—Missouri Bankers Association. 
May 23-24—South Dakota Bankers Asso- 
ciation, Sioux Falls. 
GENERAL 
Jan. 24-25—Eastern Savings Conference, 
Waldorf Astoria Hotel, New York. 
Feb. 12-14—Annual Midwinter Trust Con- 
ference, Waldorf Astoria Hotel, New 
York. 
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